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1 DIRECT TESTIMONY OF KEVIN c. HIGGINS

2

3 I. Introduction

4 Q- Please state your name and business address.

5 Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah,

6 84111.

7 Q. By whom are you employed and in what capacity?

8 I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies

9 is a private consulting firm specializing in economic and policy analysis

10 applicable to energy production, transportation, and consumption.

Q. On whose behalf are you testifying in this proceeding?

12 My testimony is being sponsored by Phelps Dodge Mining Company

13 ("Phelps Dodge") and Arizonans for Electric Choice and Competition ("AECC").

14 AECC is a business coalition that advocates on behalf of retail electric customers

15 in Arizona. AECC is a poNy to the Tucson Electric Power Company ("TEP")

16 Settlement Agreement that was approved by the Commission, with some

17 modification, in 1999, and which is the subject of considerable discussion in

18 TEP's filing in this docket.

19 Q- Were you personally involved in the negotiations that resulted in the TEP

20 Settlement Agreement?

21 Yes, I was closely involved in the negotiations on behalf of AECC. I also

22

A.

A.

A.

A.

testified before the Commission in support of the Settlement Agreement in 1999.
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1 Q. Did you testify in the proceeding that addressed TEP's request to amend

2 Decision No. 62103, Docket No. E-01933A-05-0650?

3 Yes. I filed direct and surrebuttal testimony and was cross examined in

4 that proceeding. Docket No.E_01933A-05_0650 provided an extensive record

5 refuting TEP's claim that the 1999 Settlement Agreement requires Standard Offer

6 generation rates to be set equal to the Market Generation Credit ("MGC"). By this

7 reference, I am incorporating without change my testimony from Docket N0.E-

8 01933A-05-0650 into my testimony in this proceeding.

9 Q. Please describe your professional experience and qualifications.

10 My academic background is in economics, and I have completed all

11 coursework and field examinations toward the Ph.D. in Economics at the

12 University of Utah. In addition, I have served on the adjunct faculties of both the

13 University of Utah and Westminster College, where I taught undergraduate and

14 graduate courses in economics, I joined Energy Strategies in 1995, where I assist

15 private and public sector clients in the areas of energy-related economic and

16 policy analysis, including evaluation of electric and gas utility rate matters.

17 Prior to joining Energy Strategies, I held policy positions in state and local

18 government. From 1983 to 1990, I was economist, then assistant director, for the

19 Utah Energy Office, where I helped develop and implement state energy policy,

20 From 1991 to 1994> I was chief of staff to the chairman of the Salt Lake County

21 Commission, where I was responsible for development and implementation ofa

22 broad spectrum of public policy at the local government level.

23 Q. Have you previously testified in other cases before this Commission?

20369751
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1 Yes. I have testified in a number of proceedings before this Commission,

2 including the generic proceeding on retail electric competition (1998), the

3 hearings on the Arizona Public Service Company ("APS") Direct Access

4 Settlement Agreement (1999), the hearings on the TEP Direct Access Settlement

5 Agreement (1999), the AEPCO transition charge hearings (1999), the

6 Commission's Track A proceeding (2002), the APS adjustment mechanism

7 proceeding (2003), the Arizona ISA proceeding (2003), the APS general rate case

8 (2004), the Trico rate case (2005), the TEP rate review (2005), the APS

emergency interim rate proceeding (2006), the APS general rate case (2006), and

10 TEP's request to amend Decision No. 62103 (2007).

11 Q. Have you testified before utility regulatory commissions in other states?

12 A. Yes. I have testified in over seventy other proceedings on the subjects of

13 electric utility rates and regulatory policy before state utility regulators in Alaska,

14 Arkansas, Colorado, Georgia, Idaho, Illinois, Indiana, Kansas, Kentucky,

15 Michigan, Minnesota, Missouri, Montana, Nevada,New Mexico, New York,

36 Ohio, Oklahoma, Oregon, Pennsylvania, South Carolina, Utah, Virginia,

17 Washington, West Virginia, and Wyoming. I have also participated in various

18 Pricing Processes conducted by the Salt River Project Board.

19 A more detailed description of my qualifications is contained in

20 Attachment A, attached to this testimony.

203697511
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I 11. Overview and Conclusions

Q. What is the purpose of your testimony in this phase of the proceeding?

3 My testimony addresses several revenue requirement issues in TEP's

4 general rate case tiling, and recommends adjustments to TEP's proposed revenue

5 requirement in support of just and reasonable outcome.

6 TEP's filing contains proposed rates for three different scenarios: (1)

7 market-based rates for generation service ("Market Methodology"), (2) c0st-of-

8 service-based rates for generation service ("Cost-of-Service Methodology"), and

(3) a hybrid of cost-of-service and market-based rates ("Hybrid Methodology").

10 with respect to TEP's proposed Market Methodology, I provide a

11 summary of AECC's position in Docket No. E_01933A_05_0650> which responds

12 to TEP's claim that the 1999 Settlement Agreement entitles the Company to

13 charge Standard Offer generation rates based on the MGC methodology effective

14 January 1, 2009. My testimony in that docket provided an extensive response to

15 the Company's claim. As I testified in that proceeding, TEP mischaracterizes the

16 MGC provision in the 1999 Settlement Agreement, and the Company's claim that

17 Standard Offer generation rates are to be set equal to the MGC is wholly

18 incorrect. Consequently, TEP's proposed Market Methodology is without

19 foundation and should be rejected by the Commission,

20 The Hybrid Methodology is offered by TEP as a middle ground between

21 its Cost-of-Service Methodology and Market Methodology. However, as with the

22 Market Methodology, the Hybrid Methodology proposal originates from the

2.

20369751
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1 premise that TEP is entitled to set rates based on the MGC. As this premise is

2 without foundation, recommend against adoption of the Hybrid Methodology.

3 Because TEP's claim that it is entitled to charge Standard Offer generation

4 rates based on the MGC was fully addressed in Docket No. E-01933A-05-0650,

5 and because I have incorporated into this testimony by reference my previous

6 response to that claim, I will not repeat here my full refutation of the Company's

7 argument on this point. Instead, the primary focus of my testimony in this phase

8 of the proceeding is to address TEP's requested revenue requirements associated

9 with the Company's Cost-of-Service Methodology.

10 Q. Please summarize your conclusions and recommendations with respect to

11 revenue requirement issues in this proceeding.

12 I offer the following conclusions and recommendations:

(1) The appropriate approach for setting rates after January 1, 2009 is on a cost-
of-service basis. The TEP proposal that best reflects cost-of-service is its
Cost-of-Service Methodology. I recommend the following adjustments to the
revenue requirement requested by TEP in its Cost-of-Service Methodology
proposal:

13
14

15

16

17

18

19

20

21

22

23

24

(a) TEP's proposed Tennination Cost Regulatory Asset Charge
("TCRAC") is without merit and should be rejected. Elimination of
this proposed charge reduces TEP's requested revenue requirement by
$117.6 million.

25

26

27

28

29

30
31
32

33

(b) TEP's proposed fixed cost recovery rate for Springerville Unit No. 1
of $25.67 per kW-month significantly overstates the Company's test
year expenses for fixed costs under its capital lease. The fixed cost
recovery rate should be reduced to $18.63 per kW-month to better
reflect the Company's fixed cost expense in the test year. This
adjustment reduces TEP's requested revenue requirement by $30.5
million.

34

(c) TEP inappropriately excludes from base rates any credit to customers
attributable to the margins from short-tenn sales. Instead of such an
exclusion, 100 percent of the test year margins from short-term sales

2036975. l 5
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I should be reflected in base rates. This adjustment reduces TEP's
requested revenue requirement by $24.0 million.

(d) TEP has proposed the creation of regulatory assets to recover certain
costs associated with the buyouts of coal contracts to supply the Sundt
and San Juan Stations. I agree with recognizing regulatory assets for
the respective buyouts, but recommend that the amortization period
start at the time the buyouts occurred, 2002. At the same time, because
the buyouts will provide cost avoidance over an extended period of
time, the amortization periods should be extended from the four-year
period proposed by TEP to a ten-year period. This adjustment reduces
TEP's proposed revenue requirements by $5.5 million per year.

(e) I recommend against adoption of TEP's proposal to recover the fixed
costs of the Luna Energy Facility through a "market-based capacity
charge" of $7.00 per kW-month. If customers are going to be
responsible for the recovery of Luna Energy Facility costs, then the
recovery of fixed costs should be based on inclusion of the facility's
net plant in service in rate base, and recovery of fixed O&M costs
based on test year pro-forma expenses. My recommendation reduces
TEP's proposed revenue requirements by $6.7 million per year.

These five adjustments reduce TEP's requested revenue requirement by a total
of $184.2 million. By themselves, these adjustments demonstrate that TEP's
current rates shouldbe reduced by at least $3.5 million (using TEP's
currently-tiled Mel and purchased power cost forecast).

(2) I am neither recommending for nor against adoption of a Purchased Power and
Fuel Adjustment Clause ("PPFAC") for TEP. In my opinion, TEP has not
produced compelling quantitative evidence demonstrating its financial
exposure to fuel volatility. At the same time, I am aware of the significant
exposure to fuel volatility faced by the other major jurisdictional utility, APS,
and acknowledge the possibility that TEP may also face material exposure in
this regard. If a PPFAC is adopted, then I recommend the following
modifications to the structure proposed by TEP :

(a) The Base Cost of Fuel and Purchased Power should include a credit to
customers for 100 percent of the margins from sho1't»tem sales during
the test year.

5

6

7

8

9

w

12

13

14

15

16

17

18

19

Z0

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

(b) Rather than setting each year's fuel and purchased power recovery
based on a forecast, as TEP proposes, the PPFAC should simply
recover the difference between actual purchased power and fuel costs
and the Base Cost of Fuel and Purchased Power in rates.

(c) To maintain incentives for the utility to manage its costs effectively,
responsibility for changes in fuel and purchased power costs should be

2036975.1 6
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shared between the utility and customers. I recommend a 90/10
sharing between customers and TEP.

(d) The same 90/10 sharing percentage used for fuel and purchased power
should be applied to changes in short-tenn sales margins (relative to
the margins included in the Base Cost of Fuel and Purchased Power).
That is, 90 percent of any change in short-term sales margins should
accrue to customers.

(e) The PPFAC rate charged to customers should be differentiated by
voltage level to properly reflect line loss differences among customers
taking service at different voltage levels.

(3) If the Cost-of-Service Methodology is adopted and if a PPFAC is also
adopted, then I recommend that the True-Up Revenues established in Docket
No. 69658 should be applied as a credit against future PPFAC balances. These
revenues should earn interest at the interest rate approved for PPFAC
balances. Alternatively, if the Cost-of-Service Methodology is adopted and if
a PPFAC is not adopted, then I recommend that the True-Up Revenues be
returned to customers over a three-year period, and earn interest at the rate
applied to TEP's regulatory asset balances. These two alternative
recommendations assume that TEP's proposed TCRAC is rejected by the
Cormnission. If, for some reason, the TCR.AC is adopted in whole or in part,
then the True-Up Revenues should be applied against the TCRAC balance.

Although the True-Up Revenues properly belong to customers, AECC would
be willing to accept a resolution in which the True-Up Revenues were not
returned to customers under the Cost-of-Service Methodology, lg and only if,
this concession were accompanied by TEP's withdrawal of all claims that the
Company would be harmed by setting rates at cost-of-service. Absent such
action by TEP, the True-Up Revenues should be returned in full to customers.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

If the Cost-of-Service Methodology is not adopted, then the True-Up
Revenues should be returned to customers over a twelve-month period, and
should am interest at the same return applied to TEP's regulatory assets.

(4) TEP has offered its Cost-of-Service Methodology and Hybrid Methodology
with certain direct access conditions attached, namely, that direct access rights
for customers be eliminated in the former case and restricted to customers 3
MW and greater in the latter case. I recommend that the Commission reject
both of those conditions. Direct access is a statewide issue. Standard offer
generation service in both the APS and SRP service territories is based on
cost-of-service, and customers in those territories have not been forced to
relinquish their rights to direct access. If issues of direct access are to be
addressed, it should occur in its own docket. Customer direct access rights
should not be rolled back piecemeal as part of this proceeding.

2036975.1 7



1 111. Review of AECC's Response to TEP's Assertions Regarding Market Pricing

2 of Retail Service in Docket No. E_01933A-05-0650

3 Q- What does TEP claim with respect to the MGC and retail prices?

4 TEP claims that the 1999 Settlement Agreement established the rate for

5 Standard Offer generation service at a price equal to the MGC, and that further,

6 the Company is entitled to charge Standard Offer generation rates based on the

7 MGC methodology effective January 1, 2009. In Docket No. E-01933A-05-0650,

8 I provided extensive testimony demonstrating that neither of these claims is

9 correct. Staff, RUCO, and the Department of Defense independently concurred

with this concIusion.110

11 Q- Please summarize AECC's position with respect to these claims as presented

12 in your testimony and AECC's other filings inDocket No. E-01933A-05_0650.

13 AECC's position may be summarized in the following nine points:

(1) The MGC was developed for the sole purpose of calculating stranded costs.

(2) There is no basis in the 1999 Settlement Agreement for setting Standard Offer
generation rates equal to the MGC, either in the past, present or after January 1,
2009.

(3) The Electric Competition Rules require that Standard Offer rates be based on
cost of service.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

(4) The 1999 Settlement Agreement does not provide for market-based rates for
Standard Offer generation service except as such rates would have resulted from
implementing the divestiture requirement in Section 3.1 of the Agreement.

(5) Had TEP's generation assets been divested as initially required in the Electric
Competition Rules and as required in the 1999 Settlement Agreement, then
jurisdiction over these assets would have been transferred to FERC, and output
from these units would have been sold exclusively in wholesale markets, most
likely at FERC-approved market rates. Under such a scenario, cost-based
Standard Offer rates would necessarily reflect the pass-through of market prices

1 See discussion in Decision No. 69568, paragraph 62 [p. 12, lines 7-20].

2036975.1
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2

upon expiration of the rate cap on December 31 , 2008, subject to approval in a
general rate case. (In this sense, AECC agrees with TEP that there was an
expectation in 1999 that Standard Offer generation rates were to be reflective of
market prices after December 31, 2008.)

5

6

7

8

(6) The Comnlission's Track A Decision, issued September 10, 2002, directed
TEP to cancel its plans for the divestiture of its assets, nulliiing the divestiture
provision in the Settlement Agreement.

(7) The Commission's action cancelling the divestiture of TEP's generation assets
eliminated the means through which TEP's Standard Offer generation rates would
have been based on market prices.

(8) TEP did not appeal the Track A decision, which I am inborned by counsel is
now res judicata, collaterally stopping TEP from arguing that the Decision
improperly altered the Settlement Agreement.

10

11

12

13

14

15

16

17
18

19
20

(9) In the absence of divestiture, the cost-of-service requirements for Standard
Offer service apply to the costs of TEP's in-divested generation assets.

21 Q. In point Number 5 above, you stated that AECC agrees with TEP that there

22 was an expectation in 1999 that Standard Offer generation rates were to be

23 reflective of market prices after December 31, 2008. At what point does your

24 position and that of TEP's diverge?

25 It is AECC's position that divestiture of generation assets would have

26 caused TEP's Standard Offer generation rates to be reflective of market prices

27 after December 31, 2008. In contrast, TEP maintains that Standard Offer

28 generation rates after December 31 , 2008 are required to be reflective of market

29 prices because the 1999 Settlement Agreement sets these rates equal to the MGC.

30 As I stated above, AECC strongly maintains that this claim is untrue, as the

31 Settlement Agreement contains no such provision.

32 Q- Given these conclusions, what is your recommendation to the Commission

33 regarding TEP's Market Methodology proposal?

20369751
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1 The premise behind the Market Methodology proposal is that the 1999

Settlement Agreement provides that the rates for Standard Offer generation

3 service are to be set equal to the MGC. That claim is incorrect. Further, the means

4 through which market prices were to be passed through to customers after

5 December 3 I , 2008 was eliminated when the Track A Decision nullified the

6 divestiture requirement in the Settlement Agreement. Consequently, TEP's

7 proposed Market Methodology is without foundation and should be rejected.

8 Q. What is your recommendation regarding TEP's Hybrid Methodology

proposal?

10 The Hybrid Methodology is offered by TEP as a middle ground between

11 its Cost-of-Service Methodology and Market Methodology. However, as with the

12 Market Methodology, the Hybrid Methodology proposal originates from the

13 premise that TEP is entitled to set rates based on the MGC. As this premise is

14 without foundation, I recommend against adoption of the Hybrid Methodology. I

15 address TEP's Hybrid Methodology proposal further in Section VII of this

16 testimony.

17

18 Iv . TEP revenue requirements .- Cost-of-Service Methodologv

19 Q. What increase in revenue requirement has TEP requested under its Cost-0f-

20 Service Methodology scenario?

21 TEP is requesting an increase in revenue requirement of $180.7 million

22 over current rates, or 23 percent, under its Cost-of-Service Methodology scenario.

23 (In using the term "current rates" I am refening to rates that include the Fixed

A.

A.

20369751 10



Figure KCH-1

TEP Requested Revenue Increase
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1 CTC component.) This increase is based upon TEP's currently-proj acted fuel and

2 purchased power price forecast. TEP has stated that it intends to update this

~

3 forecast (and presumably its requested revenue requirement) during the course of

4 the proceeding.

5 TEP's requested rate increase is reproduced in Schedule KCH-1, page 1,

6 and is graphically depicted in Figure KcH-l, below.

7
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1 As shown, of the $180.7 million increase proposed by TEP, $117.6

2 million is comprised of the proposed Termination Cost Regulatory Asset Charge

3 and $63.1 million represents an increase in base rates.

Pursuant to the terms of the 1999 Settlement Agreement, the Fixed CTC is

5 supposed to be terminated on December 3 I , 2008, or after it yields stranded cost

6 recovery of $450 million, whichever comes first. My understanding is that

7 recovery of the $450 million will be achieved around May, 2008. In Decision No.

8 69568, the Commission determined that in the interest of rate stability, TEP's

Standard Offer rates should remain unchanged pending the outcome of this rate

10 case, thus, rates will not be reduced by the amount of the Fixed CTC in May 2008

as originally envisaged. However, the Decision also provided that TEP customers

12 should be protected by providing for a mechanism to refund or credit the

13 revenues, plus interest, that will continue to be collected by the modified

14 treatment of the Fixed CTC, until new rates are approved. These revenues are

15 called True-Up Revenues.

16 On an annualized basis, the Fixed CTC collects approximately $89.6

17 million. Therefore, if base rates are viewed as excluding the Fixed CTC

18 component, then the increase in revenue requirement being requested by TEP

19 should be viewed as equal to $270.3 million, i.e., $180.7 million plus retention of

20 the $89.6 million in Fixed CTC revenues.

21 Q. What adjustments are you recommending with respect to TEP's requested

22 revenue requi]'e[nent$'7

2036975.1 12



1 My recommended adjustments are concentrated on a limited number of

2 issues. Absence of comment on my part regarding a particular revenue issue does

3 not signify support (or opposition) toward the Company's filing with respect to

4 the non-discussed issue. I am recommending the following adjustments to the

5 revenue requirement proposed by TEP:

6 (1) Removal of TEP's proposed Termination Cost Regulatory Asset Charge

7 [33117.6 million] ;

(2) A reduction in TEP's proposed fixed cost recovery rate for Springerville Unit

No. 1 to reflect the Company's fixed cost expense in the test year [$30.5 million],

10 (3) Inclusion in base rates of 100 percent of off-system sales margins from short-

11 term sales [$24.0 million],

12 (4) ReCognition of regulatory assets for the buyouts of the coal supply contracts

13 for the Sundt and San Juan Stations, but initiating the amortization period at the

14 time the buyouts occurred (2002) and extending the length of the amortization

15 periods from the four-year period proposed by TEP to a ten~year period [$5.5

16 million]; and

17 (5) Elimination of TEP's proposed "market-based capacity charge" of $7.00 per

18 kW-month for the Luna Energy Facility, and instead recovering fixed costs

19 through inclusion of the facility's net plant in service in rate base and recovery of

20 its fixed O&M casts based on test year pro-forma expenses [$6.7 million]

21 The impact of these five adjustments is shown in Schedule KCH-1, page

22 2. The cumulative impact of these adjustments reduces TEP's requested revenue

requirement by a total of $184.2 million (as shown in line 13 of Schedule KcH-l,123

2036975. I
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1 page 2). These adjustments demonstrate that TEP's current rates should be

2 reduced by at least $3.5 million (using TEP's currently-filed fuel and purchased

3 power cost forecast).

4

5 A. Termination Cost Regulatorv Asset Charge ("TCRAC")

6 Q. What is TEP's proposal for a Termination Cost Regulatory Asset Charge

7 ("TCRAC")?

8 As explained in the direct testimony of Kenton C. Grant, TEP has

9 proposed that it be awarded a regulatory asset in the amount of $788 million if the

10 Cost-of-Service Methodology is adopted. Mr. Grant asserts that such a regulatory

11 asset is necessary "in recognition of the economic burden imposed on TEP as a

12 result of the extended rate freeze and return to full cost-of-service regulation."2

13 The mechanism TEP proposes for recovering thisproposed regulatory asset (plus

14 interest) is the TCRAC, which would be levied for ten years. The first year cost to

15 TEP customers of the TCRAC would be $117.6 Million.

16 Q. What is your assessment of this proposal?

17 The TCRAC proposal is without merit and should be rejected. TEP's

18 claim that it has incurred an economic burden that warrants redress is grounded in

19 its contention that the 1999 Settlement Agreement set rates equal to the MGC.

20 According to TEP's argument, setting post-2008 Standard Offer generation rates

21 based on cost-of-service deprives the Company of this alleged benefit in the

22 Settlement Agreement. But as I stated above, the MGC issue was thoroughly

2 Direct testimony of Kenton C. Grant, p. 2, lines 22-25.

A.

A.
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1 addressed in Docket No. E-01933A-05-0650, and the record in that case

2 demonstrates that TEP's claim that generation rates were to be set equal to the

3 MGC is simply untrue.

4 That said, I agree that a significant change was made with respect to the

5 parameters governing the pricing of Standard Offer generation during the 1999-

6 2008 transition period. That change was the Track A Decision, which nullified the

7 divestiture requirements of the Electric Competition Rules, the APS Settlement

8 Agreement, and the TEP Settlement Agreement. In cancelling the divestiture of

9 TEP's generation assets, the Track A Decision eliminated the means through

10 which TEP retail customers would be charged market prices for Standard Offer

11 service. APS clearly recognized these implications and appealed the Track A

12 Decision, citing among other things, APS's reliance on the divestiture provision

13 of its Settlement Agreement and the adverse impact to APS and its affiliates from

14 the cancellation of divestiture When APS filed its first rate case after the Track

15 A Decision, it filed to recover Standard Offer generation costs on a cost-of-

16 service basis.

17 Unlike APS, TEP did not appeal the Track A Decision. If anything, TEP

18 encouraged the Commission to delay, if not, cancel divestiture of its generation

19 assets. It is unfathomable to me that TEP did not recognize the implications for its

20 future Standard Offer generation rates resulting from the cancellation of its asset

21 divestiture as required by the Track A Decision.

22 Q, Did TEP have a financial interest in delaying or cancelling divestiture?

2036975.1



1 Apparently, yes. According to the testimony of TEP witness James S.

2 Pignatelli in Docket No. E-01933A-05-0650> divestiture would have subjected

3 TEP to higher federal income taxes as it would have led to a violation of the

4 provisions of the Company's two-county financing, which conveys special tax

5 benefits to the Cornpany.4 AsTEP was (and is) operating under a retail rate cap,

6 the increased income tax expense that would have resulted from divestiture would

7 have been absorbed by TEP shareholders. Thus, TEP benefitted from the

cancellation of divestiture and the nullification of the divestiture requirement in

the Settlement Agreement. However, while TEP accepted the benefits conveyed

10 to it by the Track A Decision, the Company is now unwilling to accept the full

11 consequences of that Decision, namely the implications for Standard Offer

12 generation rates. Rather than admit that the cause of the change in the basis for

13 setting Standard Offer generation rates is the Track A Decision, which I am

14 informed by counsel is res judicata, TEP points to non-existent provisions in the

15 1999 Settlement Agreement concerning the MGC, and claims that failure to honor

16 said provisions will cause the Company harm.

17 U Are there other aspects of the 1999 Settlement Agreement that have bearing

18 on this discussion?

3 Arizona Public Service Company v Arizona Corporation Commission, Superior Court of the Stateof
Arizona, Docket No. CV-2002-022232, Complaint filed November 15, 2002. See especially paragraphs
bland 27-29. APS's Complaint was later withdrawn following resolution of a subsequent rate case.
4 "... [O]ne of the reasons that we actually requested the Track A, that there be some relief from mandatory
divestiture, is we came very quickly to the conclusion that mandatory divestiture would put at risk our tax-
exempt financing on some of our distribution and transmission facilities, which wouldhavedriven up
rates...So we went in and really asked that that not be required, that it be permissive and that it be
selective." Docket No. E-01933A-05-0650, Tr. at 580. Although Mr. Pignatelli states that rates would have
been driven up from loss of the tax benefit, at the time of the Track A hearing, TEP had another seven years
remaining on its rate cap.

A.
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Yes. Section 3.1 of the Settlement Agreement provides that the divestiture

of TEP's assets would occur at market value. Further, Decision No. 62103, which

3 conditionally approved the Settlement Agreement, stated that the Commission

4 reserved the right to review the appropriate market price for the assets. As the

divestiture never took place, TEP is now attempting to realize market pricing

6 without ever having transferred the assets to an entity required to purchase them

7 at market value.

8 Q. On page 3 of his direct testimony, Mr. Grant states that the rate freeze under

9 the Settlement Agreement was agreed upon as part of a transition to market-

10 based rates for generation services. Do you wish to comment on this

I; 1 statement?

12 Yes. This statement gives the impression that the rate cap was tied to a

13 transition to market rates, as if the two provisions were directly exchanged in a

14 quid-pro-quo. Such is not the case. While any settlement agreement is most

15 properly viewed as a "package deal," the rate cap in the Settlement Agreement

16 was tied most prominently to the recovery of stranded cost. Indeed, the length of

i7 the rate cap was established for exactly the same length of time that TEP was

18 permitted to recover stranded cost.

19 TEP's stranded cost was projected to be very large (3683 million) given

20 the size of the Company and the Settlement Agreement provided a significant

21 benefit to TEP by resolving the stranded cost issue in a way that protected the

22 Company's financial health. The importance of stranded cost recovery to

23 establishing the balance of the bargain in the TEP Settlement Agreement is

5

1. A.

A.
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1 demonstrated in Paragraph 13.1 of the Agreement, which is the first paragraph in

2 a section entitled, "Contingencies to This Settlement Agreement":

3

4

5

6

7

13.1 Neither the Parties nor the Commission shall take any action that would
diminish the recovery of TEP's stranded costs or regulatory assets provided
for herein. In entering into this Settlement Agreement, TEP has relied upon
the Commission's irrevocable promise to permit recovery of TEP's stranded
costs and regulatory assets provided herein. Such irrevocable promise by the
Commission shall be evidenced by the issuance of the Commission's
Approval Order, shall survive the expiration of the Settlement Agreement and
shall be specifically enforceable against this and any future Commission.10

11

12 In contrast, there is no analogous language in the Settlement Agreement

13 assuring future "market pricing" of Standard Offer generation rates, indeed no

14 reference to market pricing of Standard Offer generation rates at all, except as

15 implied through the Agreement's divestiture provision.

16 Q- On pages 5-6 of his direct testimony, Mr. Grant calculates the amount of

17 TEP's proposed TCRAC based on the annual retail revenue deficiency

18 claimed by TEP in the 2004 rate review docket. Do you wish to comment on

19 this calculation?

20 Yes. TEP is claiming that it has suffered revenue deficiencies stemming

21 from its adherence to the rate cap. Mr. Grant calculates the Company's

22 cumulative deficiency claim based on the $111 million revenue deficiency filed

23 by the Company for 2003 as part of its 2004 rate review, with additional

24 deficiencies attributed to each subsequent year, plus carrying costs.

25 The $11 l million revenue deficiency claimed by the Company for 2003

26 was not endorsed by any other party and was not approved by the Commission.

27 The Commission merely determined that it did not have cause to reduce TEP's

A.
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l rates. As pointed out in my testimony in the 2004 rate review, TEP's calculation

2 of a $1 ll million revenue deficiency relied upon an inflated fixed cost factor for

3 Springerville Unit No. 1, failed to recognize any customer benefits from short-

4 term wholesale sales, applied a return-on-equity that exceeded the Company's last

5 allowed return, and employed a hypothetical capital structure that increased the

6 equity ratio from the previously-approved hypothetical capital structure. As

7 shown in my testimony in that docket, correction of just these four items reduced

8 the calculated revenue deficiency from $11 l million to $38 million.

9 Moreover, Mr. Grant calculates the "harm" to TEP starting in 2003, based

10 on the Company's claimed revenue deficiency for the 2003 test period. However,

11 even if the Commission were to accept TEP's claim that it is entitled to recover

12 foregone deficiencies, the earliest time any 2003 test year deficiency would likely

13 have been recoverable in rates would have been 2006. The Company's filing to

14 conduct the 2004 rate review was not eornpleted until September 15, 2004, and

15 the direct testimony of Staff, RUCO and interveners was not filed until June 24,

16 2005. Had TEP's filing for test year 2003 been the basis for a rate case it is

17 difficult to imagine new rates taking effect before 2006. Thus, Mr. Grant

18 overstates his cumulative deficiency claim by starting to accrue it at least three

19 years too soon.

20 Finally, TEP's claim of hand ignores the realities of the very profitable

21 years the Company experienced throughout much of the rate cap period. Based

22 on my review of information in the 10-K filings made by TEP and/or its parent
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1 company, Unisource Energy Corporation, Shave calculated that TEP has earned

the following returns on common equity since 1999:

3

4

5

6

7

8

9

10

11

1999
2000
2001
2002
2003
2004
2005
2006

27.20%
17.31%
24.12%
15.65%
31.75%
11.13%

8.64%
12.03%

12 Clearly, over the rate cap period as a whole, TEP has done very well.

13 While the California energy crisis was thwarting the advance of Arizona's direct

14

15

access implementation, TEP was profiting handsomely selling its excess

generation into wholesale markets.5 So while it is true that TEP has lived up to its

16 rate cap commitments, so have customers. TEP was not asked to share the profits

17 it earned from off-system sales by lowering its retail rates.

18 Q- What is the revenue requirement impact of removing the TCRAC from the

19 Cost-of-Service Methodology results"

20 Removing the TCRAC reduces TEP's proposed revenue requirement by

21 $117.6 million. This is reflected by removing the TCRAC amounts shown on

22 Schedule KCH-1, page 1, line 11.

23

24 B. Springerville Unit No. 1 Fixed Costs

25 Q- What has TEP proposed with respect to the treatment of fixed costs at the

26 Springerville Unit No. 1 generation facility?

2

A.
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1 As discussed in the direct testimony of David Hutchens, TEP is proposing

2 to significantly increase the "fixed cost recovery rate" applied to its Springerville

3 Unit No. 1 fixed costs.

4 Q- What is the fixed cost recovery rate?

The fixed cost recovery rate is a unit cost that is applied to the Company's

6 fixed costs at the Springewille Unit No. 1 for revenue requirement purposes.

7 Unlike traditional recovery of utility plant costs, which is achieved by earning a

8 return on net book value of plant assets, Springerville Unit No. 1 is structured as a

capital lease, the fixed costs of which are an expense.

10 The fixed cost recovery for Springerville Unit No. I has been governed by

11 Commission Decision No. 56659, issued in 1989, which involves the Ending of

12 imprudence on the part of TEP management. According to that Decision, TEP

13 came before the Commission in 1983 and requested to transfer Spring erville Unit

14 No. 1 to a newly formed subsidiary, Alamito Company ("Alamito"). The stated

15 purpose of the transfer was to "separate TEP's wholesale and retail businesses,"

16 although the Commission later concluded that TEP had other motives as well.6

17 The Decision states that the agreement between TEP and Alainito provided for the

18 sale and leaseback of Springerville Unit No. 1 at a price that exceeded the

19 depreciated original cost by $220 million, and that as a result, TEP was "paying

20 lease payments which incorporate the inflated cost of Springerville Unit No. l."7

21 The Commission ultimately concluded that TEP acted imprudently in executing

5The Form 10-K filed by TEP for 2002 indicates that the average unit price for TEP's wholesale sales
tripled between 1999 and 2001 and the Company's revenues from wholesale sales grew from $171 million
to $734 million,
6 Decision No. 56659, p. 7, lines 7-15 and lines 22-27.
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l the Springerville Unit No. 1 lease with Alamit0. Among other things, the

Commission determined:

3

4

5

6

7

"If the spin-off had been the result of an arms length transaction, free of self-
dealing, we might have accepted it. However, that was not the case. In essence,
TEP continued to have all the operating risk associated with Springerville Unit
No. l and San Juan Unit No. 3 while Alamito enioved all the upside potential of
selling the two plants at a gain. It was clearly an impudent business decision to
spin-off Alamito without amending the twelve-vear Power Sale Agreement, In
order to make ratepayers whole for this imprudence, the capacity purchased from
Alamito should be priced at a level that prudent management could have
obtained." [Emphasis in original.]8

9

10

12

13 Consistent with this determination, the Commission ordered a fixed cost recovery

14 rate for Springerville Unit No. 1 of $15 per kW-month, based on Staff testimony

15 that this represented a reasonable purchase price for the capacity.

16 Q. Does the Decision No. 56659 indicate that the Commission was adopting a

17 policy of recovering Springerville Unit No. 1 fixed easts at "market" rates as

18 a matter of philosophy?

19 No. The Decision does not even mention the word "market" in reaching its

20 determination regarding the recovery of Springerville Unit No. 1 fixed costs. The

21 Commission stated that it was attempting to make ratepayers whole for the

22 imprudent business decision of management. To do so, it needed an appropriate

23 benchmark for establishing Springewille Unit No. 1 fixed costs.

24 Q- What is the current cost of the lease payment for Springerville Unit No. 1?

25 According to the Company's workpapers, TEP's annual capital lease

26 obligation for Springerville Unit No, 1 for 2006 is $61.9 million. For 380

7 Ibid., p. 9, line 20 - p. 10, line I.
'Ibid., p. ll, lines 1-11.
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l megawatts of capacity, this translates into a lease obligation of $13.57 per kw-

2 month.

3 In addition, according to TEP's workpapers, the sum of the capital lease,

4 O&M, and administrative and general costs for Springerville Unit No. 1 is $85

million in the 2006 test year. This yields fixed cost recovery rate of $18.63 per

6 kW-month for the test year.9

7 Q- What new fixed cost recovery rate has Mr. Hutchens proposed?

8 Mr. Hutchins has proposed a fixed cost recovery rate of $25.67 per-kW-

9 month, which is a 71 percent increase over the current fixed cost recovery rate of

10 $15 per kW-month, and 38 percent greater than the fixed cost recovery rate for

11 Springerville Unit No. 1 in the test year.

12 Q- What is the basis of Mr. Hutchens' recommendation?

13 Mr. Hutchens asserts that because the initial fixed cost factor of $15 per

14 kW~month was based on the market value of capacity at the time of Decision No.

15 56659, the fixed cost recovery rate should be adjusted to reflect purportedly

16 higher market values for long-term capacity at this time. Mr. Hutchens proposes

17 to impute a price for capacity based on the difference between the hypothetical

18 wholesale market revenues that Springerville Unit No. 1 could have received by

19 selling its output into the wholesale market and its variable production costs. In

20 essence, TEP is proposing that it be rewarded by having customers pay it for

21 Springerville Unit No. 1 based on a seller's ability to mark up the price of power

22 from the facility over its variable cost of production.

9 TEP workpaper (0402)002628.
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1 Q. What is your assessment of this proposal?

I recommend that the Company's proposal be rejected. It is critical t o bear

3 in mind several points here:

4 (1) The current fixed cost recovery rate of $15 per kW-month was determined in

5 connection with the CoImnission's finding of imprudence on TEP's part. The

6 Commission's use of an alterative value for capacity, in lieu of cost, was not a

7 reward to the Company, but a penalty exacted for poor judgment on

8 management's part. That decision established a cost recovery factor based on a

proxy for purchased capacity, not a market-based system of recovering costs.

10 Increasing the fixed cost recovery factor today by 71 percent, based on an

11 assertion of higher market prices for capacity, misapplies the principle adopted in

12 1989, and would represent an undue reward for the Company's imprudence in the

13 1980s.

14 (2) In utility ratemaking, a portion of the fixed plant costs associated with a given

15 generation unit generally decline over time, as the unit is depreciated.

16 Springerville Unit No. 1 unit is over 20 years old, and but for TEP's choice of

17 financing arrangement, its fixed costs would reflect significant depreciation under

18 traditional ratemaking practice. In light of this fact, a request to increase fixed

19 cost recovery by 71 percent as proposed by Mr. Hutchens is unreasonable.

20 (3) The proposed fixed cost recovery rate of $25.67 per kW-month is well in

21 excess of the fixed cost recovery rate for Springerville Unit No. 1 of $18.63 per

22 kW-month for the test year. Given that the Springerville Unit No. 1 lease cost was

28 found to be imprudent by the Commission in 1989, the test year fixed cost

A.
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1 associated with operating under the current lease arrangement should represent

z the maximum level of fixed cost charged to ratepayers in this proceeding. The

3 Commission should certainly not adopt a Hied cost recovery rate in excess of

4 TEP's test year expense, as that would perversely reward TEP management for its

5 past decisions that were found to be imprudent.

6 Q- What do you recommend as an alternative to TEP's proposal?

7 I recommend that Springewille Unit No. 1 fixed costs be based on the

8 fixed cost recovery rate of $18.63 per kW-month incurred by TEP in the test year.

9 While it could reasonably be argued that the $15 per kW-month fixed cost

10 recovery rate established in Decision No. 56659 should be retained, I would

11 support allowing TEP to recover its test year fixed cost recovery rate for this

12 facility.

13 Q. What are the revenue implications of accepting your recommendation?

14 A. My recommendation reduces TEP's proposed revenue requirements by

15 $30.5 million per year, as shown in Schedule KCH-2.

16

17 C. Margins from Short Term Sales

18 .Q . What has TEP proposed with respect to the treatment of off-system sales

19 margins from short-term sales"

20 A. As explained in the direct testimony of Mr. Hutchins, TEP is proposing to

21 remove all margins from short-term off-system sales in base rates. Instead, TEP is

22 proposing that parl of the benefit from short-term sales be passed on to customers

23 through the Company's proposed purchased power and fuel adjustment clause

A.
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l ("PPFAC"). The sharing mechanism proposed by TEP for short-tenn sales is

2 highly unusual in that customers would receive 90 percent of the off-system sales

3 revenues in the PPFAC, but would be responsible for 100 percent of the fuel costs

4 necessary to make such sales.

5 Q. What is your assessment of TEP's proposed treatment of the benefits from

6 short-term sales?

7 The Compally's proposed approach is unreasonable and should be

8 rejected, There are two distinct aspects of this issue that must be addressed: (1)

the Company's removal of short-term sales margins from the determination of

10 base rates, and (2) the application of short-term sales margins to the proposed

11 PPFAC.

12 Q- Please elaborate On the first aspect you wish to address, TEP's removal of

13 short-term sales margins from base rates.

14 TEP reports $77.7 million in short-tenn sales revenue in the test year. The

15 fuel and purchased power costs needed to support these sales is $52.4 million,

16 producing short-term sales margins of $25.3 million. In preparing its rate filing,

17 TEP has removed all short-term sales revenues and costs (and thus, margins) from

18 the determination of the revenue requirement. Instead, all short-term sales

19 revenues are proposed to be treated prospectively pursuant to the Company's

20 proposed PPFAC ,

21 In my opinion, this proposed treatment is entirely unjustified. The short-

22 tern sales in question are made with assets that are included in rate base, the full

A.

A.

cost of which is allocated to customers. Consequently, the full value of the test
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I year benefit of these sales should be reflected as a credit to customers against base

rates. This means that if the Commission accepts TEP's proposal to set the Base

3 Cost of Fuel and Purchased Power based on a 2009 forecast, then this Base Cost

4 of Fuel and Purchased Power should reflect a credit to customers equal to 100

5 percent of the margin from short-term sales for the test-year. Failure to credit

6 customers with 100 percent of the test year margin will simply create a "hidden"

7 supplement to the Company's ROE approved in this proceeding.

8 Q- Please explain this last point.

The fundamental objective of a rate case is to set rates that provide the

10 utility an opportunity to earn its allowed rate of return. Short-term sales margins

11 are net revenues to the utility, consequently, they have a direct impact on the

12 utility's return. When we refer to "crediting" customers with short-tenn sales

13 margins when setting base rates, we are simply recognizing that these net

14 revenues contribute to the utility's net income. By recognizing these net revenues

15 in the determination of the rates needed to reach the targeted rate-of-retum, there

16 is a dollar-for-dollar reduction in the revenues necessary to collect from

7 customers in order to reach that return, giving rise to the notion of a revenue

18 "credit" to customers.

19 Once rates are set, utilities have the incentive to maximize their short-term

20 sales margins, as these margins How to their respective bottom lines, enhancing

21 their returns. In the case at hand, TEP has proposed that 10 percent of short-term

22 revenues be retained by the Company in its PPFAC. If the test year margin from

ZN short-term sales is not fully credited to customers when base rates are set, then

A.
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l this margin will be excluded from the revenues that are recognized in producing

2 the targeted rate of return. Then, to the extent that any short-term sales margins

3 are actually realized, the revenues retained by the Company will produce a

4 supplement to the allowed rate-of-retum. Put yet another way, TEP's attempt to

5 exclude all short-term sales margins firm base rates, combined with its proposal

6 to credit 10 percent of the short-term sales revenues to shareholders, is simply a

7 thinly-veiled request for a higher return on equity than the 10.75 percent

8 recommended by TEP witness Samuel C. Hathaway. In my opinion, this approach

9 results in an unjustified transfer payment from customers to shareholders.

10 Q. How do you respond to the claim that sharing revenues with the Company

H provides an incentive to make profitable short-term sales'7

12 A I will address TEP's proposal for shareholders to retain 10 percent of

13 short-term sales revenues in the PPFAC in Section V of my testimony. At this

14 juncture, I will make the preliminary comment that sharing short-term revenues

15 without also sharing the costs of making these sales is entirely inappropriate. I

la agree, however, that sharing short-tenn sales margins with the Company can

17 provide an appropriate incentive to make increased short-terrn sales above the

18 level expected for the test year. But this argument has no relevance for the

19 treatment of short-term sales margins in the establishment of base rates. If test

20 year margins are fully credited to customers in base rates, any failure by the

Company to achieve this margin will impact its bottom line. Consequently

removing test year margins from base rates provides absolutely no additional

incentive for the utility to make short-term sales, as I stated, failure to credit
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1 customers with 100 percent of the short-term margins would provide nothing

2 except a supplement to the Compally's allowed ROE.

3 Q. What are the revenue implications of accepting your recommendation to

4 credit 100 percent of short-term sales margins against base rates?

5 My recommendation reduces TEP's proposed revenue requirements by

6 $24.0 million per year, as shown in Schedule KCH-3 .

7

8 D. Sundt and San Juan Coal Contract Buvouts

9 Q. What has TEP proposed with respect to the recovery of costs associated with

10 coal contract buyouts?

11 As explained by Mr. Hutchins, in 2002, TEP terminated a long-term

12 contract for coal supplied to its Sundt Station. The Company paid $11.25 million

13 to buy out the agreements

14 In addition, Mr. Hutchens explains that in December 2002, in connection

15 with the negotiation of a new underground coal supply agreement, TEP paid San

16 Juan Coal Company $15.4 million in compensation for stranded surface

17 operations that were no longer needed to supply coal to the San Juan Station.11

18 Mr. Hutchens testifies that each of these buyouts was less expensive than

19 the alternatives that were available to the Company, given the contracts that were

20 in place.

21 TEP is proposing that the cost of each of these buyouts be recognized as a

22 regulatory asset in rate base and that these costs be recovered from ratepayers.

10 Direct testimony of David G. Hutchins, p.26, line 22 - p.27, line 2.
11 Ibid., p- 27, line 18 .. p. 28, line 8.

A.

A.
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1 The regulatory assets would be amortized over four years starting in the rate

2 effective period, and would earn a return.

3 Q. What is your assessment of TEP's proposed treatment of the Sundt and San

4 Juan coal buyouts?

5 Both buyouts appear to be prudent, but there are serious questions with

6 respect to timing. Both buyouts occurred well before the test year, and each is a

7 non-recurring expense. As such, there is a strong presumption against inclusion of

8 recovery of such costs in rates going forward. Moreover, I am not aware of any

deferred accounting order that recognizes these costs as deferred expenses.

10 On the other hand, both buyouts appear to result in cost avoidance going

forward, which will provide a future benefit to customers. At the same time, TEP

12 has benefited directly from the cost avoidance attributable to the buyouts since the

13 time they were consummated in 2002.

14 In my opinion, the most reasonable approach to balance the interests of

15 TEP and customers in this situation is to recognize regulatory assets for the

16 respective buyouts, but to initiate the amortization periods at the time the buyouts

17 occurred, 2002. This is appropriate as TEP shareholders have benefited since

18 2002 from the avoided costs attributable to the buyouts. At the same time,

19 because the buyouts will provide cost avoidance over an extended period of time,

20 the amortization periods should be extended from the four year period proposed

by TEP to a ten-year period. TEP should be allowed to cam a return on the

regulatory assets, but only on the regulatory asset balance remaining at the end of

the test year, i.e., after recognizing amortization starting in 2002

A.
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l Q. What are the revenue implications of accepting your recommendation with

respect to the treatment of the Sundt and San Juan coal buyouts?

3 My recommendation reduces TEP's proposed revenue requirements by

4 $5.5 million per year, as shown in Schedule KCH-4.

5

6 E. Luna Energv Facilitv

7 Q. What has TEP proposed with respect to the treatment of costs for the Luna

8 Energy Facility in its Cost-of-Service Methodology proposal?

9 The 570-MW Luna Energy Facility is located near Deming, New Mexico,

10 and was purchased from Duke Energy by TEP and two other parties in November

11 2004. According to announcements in the trade press at the time, the plant was

12 purchased for a reported $40 million, and was 48% complete at the time of

13 purchase. Reportedly, an additional $110 million was needed to complete

14 construction. The facility came on line April 4, 2006.

15 TEP's ownership share of the facility is 190 MW. According to TEP's

16 Cost-of-Service Methodology proposal, the Company is proposing to recover the

17 fixed costs of this facility through a "market-based capacity charge." TEP

18 proposes this approach in lieu of seeking to earn a return on the net book value of

19 the plant and to recover test year fixed O&M costs. Consequently, TEP has

20 removed the Luna Energy Facility from net plant in service for ratemaking

21 purposes, and substituted a $7.00 per kW-month capacity charge. My analysis in

22 Schedule KCH-5 shows that TEP's proposed approach is more expensive for

23 customers than traditional cost-based recovery.

A.
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1 Q- What is your assessment of this proposal?

I recommend against adoption of the Company's proposed treatment of

3 Luna-related fixed costs. TEP is seeking to obligate customers to purchase the

4 capacity and energy of this plant, but is seeking to price the capacity at an

5 estimated market value rather than the actual cost to TEP of the investment and its

6 operating expenses. I do not believe such an approach is consistent with a cost-of-

7 service methodology.

8 Q. What alternative ratemaldng treatment do you recommend for the Luna

Energy Facility?

10 If customers are going to be responsible for the recovery of Luna Energy

I l Facility costs, then the recovery of fixed costs should be based on inclusion of the

12 facility's net plant in service in rate base, and recovery of fixed O&M costs based

13 on test year pro-forma expenses.

14 Q. What are the revenue implications of accepting your recommendation with

15 respect to the Fixed cost recovery of the Luna Energy Facility based on its net

16 book value and test year pro-forma expenses"

17 My recommendation reduces TEP's proposed revenue requirements by

18 $6.7 million per year, as shown in Schedule KCH-5.

19

20 v. Purchased Power and Fuel Adjustment Clause

21 Q. What has TEP proposed with respect to a Purchased Power and Fuel

22 Adjustment Clause?

2036975.1

A.

A.

A.



1 As explained in the direct testimony of Mr. Pignatelli and Mr. Hutchins,

2 TEP is seeking approval of a PPFAC that would provide recovery (or return) of

3 100 percent of the difference between the actual cost of fuel and purchased power

4 and the Base Cost of Fuel and Purchased Power.12 TEP proposes that the Base

Cost of Fuel and Purchased Power in this proceeding be established using a 2009

6 forecast, and that, consequently, the PPFAC rate be set at zero for 2009. The

7 PPFAC rate for 2010 would be comprised of two components: (1) a Forward

8 Component, which would be set equal to the difference between the projected fuel

cost in 2010 and the Base Cost of Fuel and Purchased Power (previously

10 established for 2009), and (2) a True-Up Component, which would correct for

over- or under-recovery of actual costs from the prior year.

12 In addition to providing for recovery of 100 percent of the difference

13 between the actual cost of fuel and purchased power and the Base Cost of Fuel

14 and Purchased Power, TEP is proposing that 90 percent of the revenues (and 100

15 percent of the costs) of short-term sales be included in the PPFAC rate.

16 What general observations do you have regarding fuel adjustment clauses?

17 A fuel adjustment clause calls out specific expenses for recovery that are

18 not included in rates when rates are set pursuant to a general rate proceeding. As

19 such, it is a form of single-issue ratemaking, and should only be applied after

20 carefully weighing the justification for such an approach against its several

21 drawbacks.

22 Q. What is single-issue ratemaking?

A.

12 For ease of exposition, I will occasionally refer to Base Cost of Fuel and Purchased Power simply as

A.
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1 Single-issue ratemaking occurs when utility rates are adjusted in response

2 to a change in a single cost item considered in isolation. Single-issue ratemaking

3 ignores the multitude of other factors that otherwise influence rates, some of

4 which could, if properly considered, move rates in the opposite direction from the

5 single-issue change.

6 Setting rates based on a change in a single cost item runs contrary to the

7 basic principles of traditional utility regulation. When regulatory commissions

determine the appropriateness of a rate or charge that a utility seeks to impose on

9 its customers, the standard practice is to review and consider all relevant factors,

10 rather than just a single factor. To consider some costs in isolation might cause a

11 commission to allow a utility to increase rates to recover higher costs in one area

12 without recognizing counterbalancing savings in another area. For these reasons,

13 single-issue ratemaking, absent a compelling public interest, is generally not

14 sound regulatory practice. I acknowledge, however, that the most frequently-

15 accepted form of single-issue ratemaking is a fuel adjustment clause, such as that

16 requested by TEP.

17 Q- Do you have any other general observations regarding fuel adjustment

18 clauses"

19 Yes. Because these mechanisms simply pass through changes in cost to

20 customers, there is a valid concern that adoption of a fuel adjustment clause

21 would reduce a utility's incentive to manage its costs as well as it would manage

22 them if the utility remained fully responsible for the cost risk. This reduced

23 incentive to manage costs is another important reason for a regulatory
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1 commission to proceed with great caution before adopting a fuel adjustment

2 clause.

3 Q. In your experience, do utilities tend to dispute the argument that fuel

4 adjustment clauses reduce a utility's incentive to manage its costs?

5 Yes. It is not unusual for utility management to argue that the adoption of

6 a fuel adjustment clause would not reduce its incentive to manage costs

7 effectively, and Mr. Hutchens makes such an argument on TEP's behalf in this

case. Yet, at the same time, utilities, including TEP, often assert that they should

share in the benefit of short-term sales, in order to provide a proper incentive to

10 engage in such transactions. I submit that these positions are inconsistent. If it is

11 true that a particular organization requires a financial incentive in order to

12 maximize its off-system sales revenues for the benefit of its customers, then it is

13 likely also to be true that the same organization requires a financial incentive to

14 reasonably minimize its power costs for the benefit of its customers.

15 Q. In light of the concerns you have identified with respect to single-issue

16 ratemaldng and reduced incentive to manage costs, what factors should a

17 commission consider if it is asked to approve a fuel adjustment clause?

18 Coimuissions should consider three basic questions before adopting a fuel

19 adjustment clause:

20

21

22

23

24

25

26

27

2.
3.

Are the costs that would be recovered through a fuel adjustment clause
subject to significant volatility from year to year?
Are the costs in question largely beyond the control of management?
Are the costs that could be recovered through a fuel adjustment clause
substantial enough to have a material impact on the utility's revenue
requirement and financial health between rate cases if they were to go
unrecovered?
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1 Q. Does TEP address these three basic questions in its proposal for a PPFAC"

2 TEP addresses these questions in a general way, noting for example, the

3 Company's increasing reliance on natural gas as a fuel. At the same time, TEP

4 does not present a great deal of quantitative analysis addressing its financial

5 exposure to fuel price volatility.

6 Q. What is your assessment of TEP's PPFAC proposal?

7 I am neither recommending for nor against adoption of a PPFAC for TEP

8 In my opinion, TEP has not produced compelling quantitative evidence

demonstrating its financial exposure to fuel volatility. At the same time, I am

10 aware of the significant exposure to fuel volatility faced by the other major

jurisdictional utility, APS, and acknowledge the possibility that TEP may also

12 face material exposure in this regard.

la Q. If a PPFAC is adopted, do you recommend any changes to the proposal put

14 forward by TEP?

15 Yes. If a PPFAC is adopted, then I recommend the following

16 modifications to the structure proposed by TEP :

17 1. As I discussed in the previous section of my testimony, the Base Cost of Fuel

18 and Purchased Power should include a credit to customers for 100 percent of the

19 margins from off-system sales during the test year. (In contrast, TEP's proposal

20 excludes all short-term sales margins firm the Base Cost of Fuel and Purchased

21 Power.)

22 2. Rather than setting each year's fuel and purchased power recovery based on a

23 forecast, as TEP proposes, the PPFAC rate should simply recover the difference

2036975 l
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1 between actual purchased power and fuel costs and the Base Cost of Fuel and

2 Purchased Power. (In other words, the Forward Component should be eliminated

3 from the calculation of the PPFAC rate.)

4 3. To maintain incentives for the utility to manage its costs effectively,

5 responsibility for changes in fuel and purchased power costs should be shared

6 between the utility and customers. I recommend a 90/10 sharing between

7 customers and TEP.

8 4. The same 90/10 sharing percentage used for fuel and purchased power should

9 be applied to changes in off-system sales margins (relative to the margins

10 included in the Base Cost of Fuel and Purchased Power).

11 5. The PPFAC rate charged to customers should be differentiated by voltage level

12 to properly reflect line loss differences among customers taking service at

13 different voltage levels.

14 Q. Why should the Base Cost of Fuel and Purchased Power reflect 100 percent

15 of the margins from short-term sales?

16 The Base Cost of Fuel and Purchased Power is the starting point for

17 calculating the PPFAC rate. As such, it should reflect the net cost of fuel and

18 purchased power established for the base period, including margins from short-

19 term sales. Short-term sales are made with assets that are included in rate base, the

20 full cost of which is allocated to customers. Consequently, the full value of the

21 test-year benefit of these sales should be reflected as a credit against customer

22 base rates.
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1 Q. Have you calculated an adjustment to the Base Cost of Fuel and Purchased

2 Power calculated by TEP?

3 Yes. TEP Exhibit DGH-8 presents the Company's initial projection of the

4 Base Cost of Fuel and Purchased Power. In Schedule KCH-6, I adjust TEP's

5 calculation to: (1) included short-term sales margins in the Base Cost of Fuel and

6 Purchased Power, and (2) remove the "market-based capacity charge" proposed

7 by TEP for the Luna Energy Facility (discussed in Section IV of my testimony),

8 These two adjustments reduce the projected Base Cost of Fuel and Purchased

9 Power from 3.30 cents/kWh to 2.88 cents/kWh.

10 Q. Why should the Forward Component be eliminated from the calculation of

11 the PPFAC rate?

12 According to the approach proposed by TEP, fuel and purchased power

13 costs in rates would always be based on a forecast. In my view, it is not necessary

14 or desirable to introduce this level of conjecture into the rate setting process each

15 year. The primary objective of a PPFAC is to protect the utility from fuel and

16 purchased power price volatility. That objective is fully accomplished using an

17 approach that simply recovers the difference between actual costs and Base Costs,

18 applying an after-the-fact calculation.

19 Q Why should responsibility for fuel and purchased power costs above (or

20 below) Base Costs be shared between TEP and its customers?

21 A A sharing mechanism is an effective means for addressing the disincentive

22 for effective cost management that is otherwise introduced with a fuel adj vestment

clause. A pass-through of 100 percent of costs dulls the utility's incentive to

A.

A.
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1 manage its costs effectively. Some cost-sharing responsibility maintains that

2 incentive. The 90/10 sharing approach I am recommending strikes a balance

3 between protecting the utility's financial health, while also providing for

4 appropriate incentives.

5 Q. What is your assessment of TEP's proposal to retain 10 percent of the

6 revenues from short-term sales for shareholders?

7 The Company's proposal would have customers be responsible for 100

8 percent of the costs of generating off-system sales while reserving 10 percent of

9 the revenues to shareholders. Such an asymmetrical approach is inherently

10 unreasonable. Customers should not pay for energy used to make short-terrn sales

11 if the revenue from those sales is credited to shareholders.

12 Q- If the proposed PPFAC is adopted, what is the proper approach to sharing

13 short-term sales margins"

14 I believe there should be consistent treatment between the sharing

15 mechanism (or lack thereof) applied to deviations in fuel and purchased power

16 expense and the sharing mechanism (or lack thereof) applied to deviations in

17 short-tenn sales margins. Philosophically, I support approaches that provide direct

18 incentives both for reasonably minimizing energy costs and for maximizing short-

19 term sales margins. This occurs under traditional regulation with no fuel

20 adjustment clause and with 100 percent retention by the utility of increases in

21 short-term sales margins above the level in base rates. It can also occur if a

22 PPFAC is adopted, and a consistent sharing arrangement between customers and

23 the utility is adopted, e.g., a 90/10 customer-to-shareholder split is adopted both

A.
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1 for deviations in fuel and purchased power expense as well as for changes in

short-term sales margins. For this reason, I am recommending that if a PPFAC is

3 adopted, changes in short-term sales margins (relative to Base Cost) should be

4 split 90/10 between customers and TEP.

At the same time, if the proposed PPFAC is adopted and it contains no

6 sharing between customers and shareholders for fuel and purchased power

7 expense, then neither should there be any sharing of changes in short-term sales

margins. In such a case, 100 percent of any increase in short-term sales margins

should How through the fuel adjustor mechanism to the benefit of customers

10 Q. Why should the PPFAC rate be differentiated by voltage levels?

11 A fuel adjustment charge should be differentiated by voltage for the same

Hz reasons that base rates reflect voltage differences: customers taking service at

13 higher voltages incur fewer line losses. Consequently, higher voltage customers

14 require fewer kilowatt-hours of generation to meet a given level of energy

15 consumption delivered to their meters, The PPFAC rates for customers should be

16 designed to reflect these line loss differences.

17

18 VI. True~Up Revenues

19 Q- What does'Decision No. 69568 require with respect to the treatment of True-

20 Up Revenues?

21 As discussed in Section IV of my testimony, in Decision No. 69568, the

22 Commission determined that rates will not be reduced by the amount of the Fixed

23 CTC at such time that $450 million in stranded cost is recovered, as originally

A

A.
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1 intended. Instead, the Decision provided that TEP customers should be protected

2 by providing for a mechanism to refund or credit the revenues, plus interest, that

3 will continue to be collected by the modified treatment of the Fixed CTC, until

4 new rates are approved. These revenues are called True-Up Revenues. TEP

5 estimates that approximately $66 million of The-Up Revenues will be collected

6 between May 2008 and December 31, 2008.13

7 Q. How has TEP proposed to treat the True-Up Revenues?

8 As explained by Mr. Grant, if the Market Methodology is adopted, then

9 TEP proposes to refund the full amount of True-Up Revenues, plus interest equal

10 to TEP's cost of short-term debt, over a twelve-month period. If the Hybrid

11 Methodology is chosen, TEP proposes that shareholders retain the True-Up

12 Revenues, as part of the "compromise" between the Cost-of-Service and Market

13 Methodologies that the Hybrid Methodology is intended to represent. If the Cost-

14 of-Service Methodology is selected, then TEP similarly seeks to retain the True-

15 Up Revenues, but on the grounds that the $788 million TCRAC regulatory asset

16 claimed by TEP already reflects a reduction of $133 million from what TEP could

17
. . 14

otherwise claim.

18 Q- What is your assessment of TEP's proposed treatment of True-Up Revenues?

19 I agree that if the Market Methodology is chosen, then the True-Up

20 Revenues should be refunded over a twelve-month period. However, the rate of

21 interest applied should be equal to the rate at which TEP earns on its regulatory

13 Direct testimony of Kentton C. Grant, p. ll, line 23 - p. 12, line 1.
14 Ibid., p- 11, line 19 -p. 13, line 20.
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1 assets. I disagree with TEP's proposed treatment of True-Up Revenues under the

Hybrid Methodology and Cost-of-Service Methodology.

3 Q- What is your proposed treatment of True-Up Revenues if the Hybrid

4 Methodology is chosen?

5 I will discuss the Hybrid Methodology fisher in the next section of my

6 testimony. If this approach is chosen, it will convey a significant benefit to TEP.

7 In such a case, most reasonable treatment of the True-Up Revenues is identical to

8 my recommendation if the Market Methodology is chosen: the True-Up Revenues

should be refunded to customers over a twelve-month period, and the rate of

10 interest on this regulatory liability should be equal to the rate at which TEP earns

on its regulatory assets.

12 Q- What is your proposed treatment of True-Up Revenues if the Cost-of-Service

13 Methodology is chosen?

14 The True-Up Revenues represent a rate reduction to which customers are

15 entitled by the terms of the 1999 Settlement Agreement. Strictly speaking, these

16 revenues should be applied to the benefit of customers under any scenario.

17 If a PPFAC is adopted, then I recommend that the True-Up Revenues be

18 applied as a credit against future PPFAC balances. These revenues should earn

19 interest at the interest rate approved for PPFAC balances.

20 If a PPFAC is not adopted, then I recommend that the True-Up Revenues

21 be returned to customers over a three-year period, and earn interest at the rate

22 applied to TEP's regulatory asset balances.

A.

A.
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l These two alternative recommendations assume that TEP's proposed

2 TCRAC is rejected by the Commission. If, for some reason, the TCRAC is

3 adopted in whole or in part, then the True-Up Revenues should be applied against

4 the TCRAC balance.

5 Q. Do you have any other comments regarding the True-Up Revenues?

6 Although the The-Up Revenues properly belong to customers, AECC

7 would be willing to accept a resolution in which the True-Up Revenues were not

8 returned to customers under the Cost-of-Service Methodology, Q and only this

9 concession were accompanied by TEP's withdrawal of all claims that the

IG Company would be handed by setting rates at cost-of-service. Absent such action

11 by TEP, the True-Up Revenues should be returned in full to customers.

12

13 VII. Hybrid Methodology

14 Q. What has TEP proposed with respect to the Hybrid Methodology?

15 The Hybrid Methodology is offered by TEP as a middle ground between

la its Cost-of-Service Methodology and Market Methodology. For the most part,

17 rates would be set in the same manner as in the Cost-of-Service Methodology,

18 except that certain generation assets would be excluded from rate base. Energy

19 from these excluded facilities would be sold to TEP retail customers at market

20 prices. The excluded facilities would be: (1) TEP's interest in the Navajo

21 Generating Stations Units 1, 2, and 3, and (2) TEP's interest in the Four Corners

22 Generating Stations Units 4 and 5. There would be a PPFAC as part of the Hybrid

23 Methodology and TEP is willing to continue direct access service to customers

A.

A.
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1 with loads of 3 MW or greater. There would be no TCRAC under the Hybrid

2 Methodology.

3 Q- What is your assessment of TEP's Hybrid Methodology proposal?

4 TEP's Hybrid Methodology proposal is more expensive for customers

5 than the Cost-of-Sewice Methodology without the TCRAC. At the same time, the

6 impact is less extreme than either the Company's Market Methodology proposal

7 or its Cost-of-Sewice/TCRAC proposal. However, the Hybrid Methodology

proposal is still founded on the premise that TEP is entitled to set rates based on

9 the MGC, a premise that is without foundation.

10 If the Commission (correctly) concludes that: (1) TEP has no basis to

11 claim that Standard Offer generation rates are to be set equal to the MGC, and (2)

12 the Track A Decision is res judicata, then there is no reason to entertain the

13 Hybrid Methodology any further. Rates would properly be set based on the Cost-

14 of-Sewice Methodology without the TCRAC. As discussed above, this is my

15 recommendation. However, if the Commission disagrees with my

16 recommendation, then the Hybrid Methodology should be considered, as it is less

17 expensive to customers than either of the alternative proposals as advanced by

TOP .18

19 Q- Are the revenue requirement adjustments you recommended for TEP's Cost-

20 of-Service Methodology applicable to the Hybrid Methodology?

21 Yes, with the exception of my adjustment to TEP's proposed TCRAC (as

22 the TCRAC is not included in the Hybrid Methodology). Therefore, if the Hybrid

A.
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Methodology is chosen by the Commission, then I recommend that the



1 Commission also accept each of my proposed revenue requirement adjustments

2 presented in Section IV of my testimony, with the exception of my TCRAC

3 adjustment.

4

5 VIII. Direct Access Issues

6 Q- Do you have any comments with respect to direct access issues in this

7 proceeding"

8 Yes. TEP's proposals for its Cost-of-Service Methodology and Hybrid

9 Methodology include changes proposed by the Company with respect to direct

10 access rights, namely, that direct access rights for customers be eliminated in the

l 1 fanner case and restricted to customers 3 MW and greater in the latter case. I

12 recommend that the Commission reject both of those proposed restrictions.

13 Direct access is a statewide issue. Standard offer generation service in both the

14 APS and SRP service territories is based on cost-of-service, and customers in

15 those territories have not been forced to relinquish their rights to direct access. In

96 fact, APS's generation rates have been designed specifically to avoid prejudicing

17 the direct access decision for customers. If issues of direct access are to be

18 addressed, it should occur in its own docket. Customer direct access rights should

19 not be rolled back piecemeal as part of this proceeding.

20

21 Q- Does this conclude your direct testimony with respect to revenue

22 requirement?

2 Yes, it does.3

A.
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Increase in the Company's Oregon Annual Revenues," Public Utility Commission of Oregon,
Docket No. UE-179. Direct testimony submitted July 12, 2006. Joint testimony regarding
stipulation submitted August 21, 2006.

"Petition of Metropolitan Edison Company for Approval of a Rate Transition Plan,"
Pennsylvania Public Utilities Commission, Docket Nos. P-00062213 and R-00061366, "Petition
of Pennsylvania Electric Company for Approval of a Rate Transition Plan," Docket Nos. P-
0062214 and R-00061367, Merger Savings Remand Proceeding, Docket Nos. A-l 10300170095
and A-l l 0400F0040. Direct testimony submitted July 10, 2006. Rebuttal testimony submitted
August 8, 2006. Surrebuttal testimony submitted August 18, 2006. Cross examined August 30,
2006.

"In the Matter of the Application of PacifiCorp for approval of its Proposed Electric Rate
Schedules & Electric Service Regulations," Utah Public Service Commission, Docket No. 06-
035-21 . Direct testimony submitted June 9, 2006 (Test Period). Surrebuttal testimony submitted
July 14, 2006.

"Joint Application of Questar Gas Company, the Division of Public Utilities, and Utah Clean
Energy for the Approval of the Conservation Enabling Tariff Adjustment Option and Accounting
Orders," Utah Public Service Commission, Docket No. 05-057-T01. Direct testimony submitted
May 15, 2006. Rebuttal testimony submitted August 8, 2007. Cross examined September 19,
2007.

6



Attachment A
Page 7 of 16

"Central Illinois Light Company d/b/a AmerenCILCO, Central Illinois Power Company d/b/a
A;merenCIPS, Illinois Power Company /aAmereMP, Proposed General Increase in Rates for
Delivery Service (Tariffs Filed December 27, 2005)," Illinois Commerce Commission, Docket
Nos. 06-0070, 06-0071, 06-0072. Direct testimony submitted March 26, 2006. Rebuttal
testimony submitted June 27, 2006.

"In the Matter of Appalachian Power Company and Wheeling Power Company, both db
American Electric Power," Public Service Commission of West Virginia, Case No. 05-1278-E-
PC-PW-42T. Direct and rebuttal testimony submitted March 8, 2006.

"In the Matter of Northern States Power Company d/b/a Xcel Energy for Authority to Increase
Rates for Electric Service in Minnesota," Minnesota Public Utilities Commission, Docket No.
G-002/GR-05-1428. Direct testimony submitted March 2, 2006. Rebuttal testimony submitted
March 30, 2006. Cross examined April 25, 2006.

"In the Matter of the Application of Arizona Public Service Company for an Emergency Interim
Rate Increase and for an Interim Amendment to Decision No. 67744," Arizona Corporation
Commission, Docket No. E-01345A-06-0009. Direct testimony submitted February 28, 2006.
Cross examined March 23, 2006.

"In the Matter of the Applications of Westar Energy, Inc. and Kansas Gas and Electric Company
for Approval to Make Certain Changes in Their Charges for Electric Service," State Corporation
Commission of Kansas, Case No. 05-WSEE-981-RTS. Direct testimony submitted September 9,
2005. Cross examined October 28, 2005.

"In the Matter of the Application of Columbus Southern Power Company and Ohio Power
Company for Authority to Recover Costs Associated with the Construction and Ultimate
Cperration of an Integrated Combined Cycle Electric Generating Facility," Public Utilities
commission of Ohio," Case No. 05-376-EL-UNC. Direct testimony submitted July 15, 2005.
Cross examined August 12, 2005.

"in the Matter of the Filing of General Rate Case Information by Tucson Electric Power
Company Pursuant to Decision No. 62103," Arizona Corporation Commission, Docket No. E-
01933A-04-0408. Direct testimony submitted June 24, 2005.

"In the Matter of Application of The Detroit Edison Company to Unbundle and Realign Its Rate
Schedules for Jurisdictional Retail Sales of Electricity," Michigan Public Service Commission,
Case No. U-14399. Direct testimony submitted June 9, 2005. Rebuttal testimony submitted July
1. 2005.
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"In the Matter of the Application of Consumers Energy Company for Authority to Increase Its
Rates for the Generation and Distribution of Electricity and Other Relief," Michigan Public
Service Coxmnission, Case No. U-14347. Direct testimony submitted June 3, 2005. Rebuttal
testimony submitted June 17, 2005.

"In the Matter of Pacific Power & Light, Request for a General Rate Increase in the Company's
Oregon Annual Revenues," Public Utility Commission of Oregon, Docket No. UE 170. Direct
testimony submitted May 9, 2005. Surrebuttal testimony submitted June 27, 2005. Joint
testimony regarding partial stipulations submitted June 2005, July 2005, and August 2005,

"In the Matter of the Application of Trico Electric Cooperative, Inc. for a Rate Increase,"
Arizona Corporation Commission, Docket No. E-01461A-04-0607. Direct testimony submitted
April 13, 2005. Surrebuttal testimony submitted May 16, 2005. Cross examined May 26, 2005,

"In the Matter of the Application of PacifiCorp for Approval of its Proposed Electric Service
Schedules and Electric Service Regulations," Utah Public Service Commission, Docket No 04-
035-42. Direct testimony submitted January 7, 2005.

"In the Matter of the Application by Golden Valley Electric Association, Inc., for Authority to
Implement Simplified Rate Filing Procedures and Adjust Rates," Regulatory Commission of
Alaska, Docket No. U-4-33. Direct testimony submitted November 5, 2004. Cross examined
February 8, 2005.

"Advice Letter No. 1411 .. Public Service Company of Colorado Electric Phase II General Rate
Case," Colorado Public Utilities Commission, Docket No. 04S-l64E. Direct testimony
submitted October 12, 2004. Cross-answer testimony submitted December 13, 2004. Testimony
withdrawn January 18, 2005, following Applicant's withdrawal of testimony pertaining to TOU
rates.

"In the Matter of Georgia Power Company's 2004 Rate Case," Georgia Public Service
Commission, Docket No. 18300-U. Direct testimony submitted October 8, 2004. Cross examined
October 27, 2004.

"2004 Puget Sound Energy General Rate Case," Washington Utilities and Transportation
Commission, Docket Nos. UE-040641 and UG-040640. Response testimony submitted
September 23, 2004. Cross-answer testimony submitted November 3, 2004. Joint testimony
regarding stipulation submitted December 6, 2004.

"In the Matter of the Application of PacifiCorp for an Investigation of Interjurisdictional Issues,"
Utah Public Service Commission, Docket No. 02-035-04. Direct testimony submitted July 15,
2004. Cross examined July 19, 2004.
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"In the Matter of an Adjustment of the Gas and Electric Rates, Terms and Conditions of
Kentucky Utilities Company," Kentucky Public Service Commission, Case No. 2003 ~00434.
Direct testimony submitted March 23, 2004. Testimony withdrawn pursuant to stipulation
entered May 2004.

"In the Matter of an Adjustment of the Gas and Electric Rates, Terms and Conditions of
Louisville Gas and Electric Company," Kentucky Public Service Commission, Case No. 2003-
00433. Direct testimony submitted March 23, 2004. Testimony withdrawn pursuant to stipulation
entered May 2004.

"In the Matter of the Application of Idaho Power Company for Authority to Increase Its Interim
and Base Rates and Charges for Electric Service," Idaho Public Utilities Commission, Case No.
IPC-E-03-13. Direct testimony submitted February 20, 2004. Rebuttal testimony submitted
March 19, 2004. Cross examined April 1, 2004.

"In the Matter of the Applications of the Ohio Edison Company, the Cleveland Electric
Illuminating Company and the Toledo Edison Company for Authority to Continue and Modify
Certain Regulatory Accounting Practices and Procedures, for Tariff Approvals and to Establish
Rates and Other Charges, Including Regulatory Transition Charges Following the Market
Development Period," Public Utilities Commission of Ohio, Case No. 03-2144-EL-ATA. Direct
testimony submitted February 6, 2004, Cross examined February 18, 2004.

"In the Matter of the Application of Arizona Public Service Company for a Hearing to Determine
the Fair Value of the Utility Property of the Company for Ratemaking Purposes, To Fix a Just
and Reasonable Rate of Return Thereon, To Approve Rate Schedules Designed to Develop Such
Return, and For Approval of Purchased Power Contract," Arizona Corporation Commission,
Docket No. E-01345A-03-0437. Direct testimony submitted February 3, 2004. Rebuttal
testimony submitted March 30, 2004. Direct testimony regarding stipulation submitted
September 27, 2004. Responsive / Clarifying testimony regarding stipulation submitted October
25, 2004. Cross examined November 8-10, 2004 and November 29-December 3, 2004.

"In the Matter of Application of the Detroit Edison Company to Increase Rates, Amend Its Rate
Schedules Governing the Distribution and Supply of Electric Energy, etc.," Michigan Public
Service Commission, Case No. U-l3808. Direct testimony submitted December 12, 2003
(interim request) and March 5, 2004 (general rate case).

"In the Matter of PacifiCorp's Filing of Revised Tariff Schedules," Public Utility Commission of
Oregon, Docket No. UE-147. Joint testimony regarding stipulation submitted August 21, 2003 .

9



III Hllllllllllll Illlll Lu l l l l l l l

Attachment A
Page 10 of 16

"Petition of PSI Energy, Inc. for Authority to Increase Its Rates and Charges for Electric Service,
etc.," Indiana Utility Regulatory Commission, Cause No. 42359. Direct testimony submitted
August 19, 2003. Cross examined November 5, 2003 .

"In the Matter of the Application of Consumers Energy Company for a Financing Order
Approving the Securitization of Certain of its Qualified Cost," Michigan Public Service
Commission, Case No. U-13715. Direct testimony submitted April 8, 2003. Cross examined
April 23, 2003 .

"In the Matter of the Application of Arizona Public Service Company for Approval of
Adjustment Mechanisms," Arizona Corporation Commission, Docket No. E-01345A-02-0403 .
Direct testimony submitted February 13, 2003. Surrebuttal testimony submitted March 20, 2003 ,
Cross examined April 8, 2003.

"Red The Investigation and Suspension of Tariff Sheets Filed by Public Service Company of
Colorado, Advice Letter No. 1373 -.-- Electric, Advice Letter No. 593 - Gas, Advice Letter No. 80
_- Steam," Colorado Public Utilities Commission, Docket No. 02S-315 EG. Direct testimony
submitted November 22, 2002. Cross-answer testimony submitted January 24, 2003 .

"In the Matter of the Application of The Detroit Edison Company to Implement the
Colnlnission's Stranded Cost Recovery Procedure and for Approval of Net Stranded Cost
Recovery Charges," Michigan Public Service Commission, Case No. U-13350. Direct testimony
submitted November 12, 2002.

"Application of South Carolina Electric & Gas Company: Adjustments in the Company's
Electric Rate Schedules and Tariffs," Public Service Commission of South Carolina, Docket
No. 2002-223-E. Direct testimony submitted November 8, 2002. Surrebuttal testimony submitted
November 18, 2002. Cross examined November 21, 2002.

"In the Matter of the Application of Questar Gas Company for a General Increase in Rates and
Charges," Utah Public Service Commission, Docket No. 02-057-02. Direct testimony submitted
August 30, 2002. Rebuttal testimony submitted October 4, 2002.

"The Kroger Co. v. Dynegy Power Marketing, Inc.," Federal Energy Regulatory Commission,
EL02-l 19-000. Confidential affidavit filed August 13, 2002.

"In the matter of the application of Consumers Energy Company for determination of net
stranded costs and for approval of net stranded cost recovery charges," Michigan Public Service
Commission, Case No. U-13380. Direct testimony submitted August 9, 2002. Rebuttal testimony
submitted August 30, 2002. Cross examined September 10, 2002.

10
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"In the Matter of the Application of Public Service Company of Colorado for an Order to Revise
Its Incentive Cost Adjustment," Colorado Public Utilities Commission, Docket 02A-l58E.
Direct testimony submitted April 18, 2002.

"In the Matter of the Generic Proceedings Concerning Electric Restructuring Issues," Arizona
Corporation Commission, Docket No. E-00000A-02-0051 , "In the Matter of Arizona Public
Service Company's Request for Variance of Certain ReqUirements of A.A.C. R14-2-l606,"
Docket No. E-01345A-0l-0822, "In the Matter of the Generic Proceeding Concerning the
Arizona independent Scheduling Administrator," Docket No. E-00000A-01-0630, "In the Matter
of Tucson Electric Power Company's Application for a Variance of Certain Electric Competition
Rules Compliance Dates," Docket No. E-0I933A-02-0069, "In the Matter of the Application of
Tucson Electric Power Company for Approval of its Stranded Cost Recovery," Docket No. E-
01933A-98-0471. Direct testimony submitted March 29, 2002 (APS variance request), May 29,
2002 (APS Track A proceeding/market power issues), and July 28, 2003 (Arizona ISA). Rebuttal
testimony submitted August 29, 2003 (Arizona ISA). Cross examined June 21, 2002 (APS Track
A proceeding/market power issues) and September 12, 2003 (Arizona ISA).

"In the Matter of Savannah Electric & Power Company's 2001 Rate Case," Georgia Public
Service Commission, Docket No. 14618-U. Direct testimony submitted March 15, 2002. Cross
examined March 28, 2002,

"Nevada Power Company's 2001 Deferred Energy Case," Public Utilities Commission of
Nevada, PUCN 01 -11029. Direct testimony submitted February 7, 2002. Cross examined
February 21, 2002.

"2001 Puget Sound Energy Interim Rate Case," Washington Utilities and Transportation
Commission, Docket Nos. UE-011570 and UE-011571. Direct testimony submitted January 30,
2002. Cross examined February 20, 2002.

"In the Matter of Georgia Power Company's 2001 Rate Case," Georgia Public Service
Commission, Docket No. 14000-U. Direct testimony submitted October 12, 2001. Cross
examined October 24, 2001 .

"In the Matter of the Application of PacifiCorp for Approval of Its Proposed Electric Rate
Schedules and Electric Service Regulations," Utah Public Service Commission, Docket No. Of -
35-Ol. Direct testimony submitted June 15, 2001. Rebuttal testimony submitted August 3 l ,
2001.

"In the Matter of Portland General Electric Company's Proposal to Restructure and Reprice Its
Services in Accordance with the Provisions of SB l l49," Public Utility Commission of Oregon,
Docket No. UE-l 15. Direct testimony submitted February 20, 2001. Rebuttal testimony
submitted May 4, 2001 . Joint testimony regarding stipulation submitted July 27, 2001 .
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"In the Matter of the Application of APS Energy Services, Inc. for Declaratory Order or Waiver
of the Electric Competition Rules," Arizona Corporation Commission, Docket No.E-0l933A-
00~0486. Direct testimony submitted July 24, 2000.

"In the Matter of the Application of Questar Gas Company for an Increase in Rates and
Charges," Utah Public Service Commission, Docket No. 99-057-20. Direct testimony submitted
April 19, 2000. Rebuttal testimony submitted May 24, 2000. Surrebuttal testimony submitted
May 31, 2000. Cross examined June 6 & 8, 2000.

"In the Matter of the Application of Columbus Southern Power Company for Approval of
Electric Transition Plan and Application for Receipt of Transition Revenues," Public Utility
Commission of Ohio, Case No. 99-1729-EL-ETP, "In the Matter of the Application of Ohio
Power Company for Approval of Electric Transition Plan and Application for Receipt of
Transition Revenues," Public Utility Commission of Ohio, Case No. 99-1730-EL-ETP. Direct
testimony prepared, but not submitted pursuant to settlement agreement effected May 2, 2000.

"In the Matter of the Application of FirstEnergy Corp. on Behalf of Ohio Edison Company, The
Cleveland Electric Illuminating Company, and the Toledo Edison Company for Approval of
Their Transition Plans and for Authorization to Collect Transition Revenues," Public Utility
Commission of Ohio, Case No. 99-1212-EL-ETP. Direct testimony prepared, but not submitted
pursuant to settlement agreement effected April ll, 2000.

"2000 Pricing Process," Salt River Project Board of Directors, oral comments provided March
'v 2000 and April 10, 2000.

"Tucson Electric Power Company vs. Cyprus Sierrita Corporation," Arizona Corporation
commission, Docket No. E-000001-99-0243. Direct testimony submitted October 25, 1999.
Cross examined November 4, 1999,

"Application of Hildale City and Intermountain Municipal Gas Association for an Order
Granting Access for Transportation of Interstate Natural Gas over the Pipelines of Questar Gas
Company for Hildale, Utah," Utah Public Service Commission, Docket No. 98-057-01. Rebuttal
testimony submitted August 30, 1999.

"In the Matter of the Application by Arizona Electric Power Cooperative, Inc. for Approval of Its
Filing as to Regulatory Assets and Transition Revenues," Arizona Corporation Commission,
Docket No. E-01773A-98-0470. Direct testimony submitted July 30, 1999. Cross examined
February 28, 2000.

"In the Matter of the Application of Tucson Electric Power Company for Approval of its Plan
for Stranded Cost Recovery," Arizona Corporation Commission, Docket No. E-01933A-98-

12
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0471 , "In the Matter of the Filing of Tucson Electric Power Company of Unbundled Tariffs
Pursuant to A.A.C. R14-2-1601 et seq.," Docket No. E-01933A-97-0772, "In the Matter of the
Competition in the Provision of Electric Service Throughout the State of Arizona," Docket No.
RE-00000C-94-0165. Direct testimony submitted June 30, 1999. Rebuttal testimony submitted
August 6, 1999. Cross examined August l 1-13, 1999.

"In the Matter of the Application of Arizona Public Service Company for Approval of its Plan
for Stranded Cost Recovery," Arizona Corporation Commission, Docket No. E-01345A-98-
0473, "In the Matter of the Filing of Arizona Public Service Company of Unbundled Tariffs
Pursuant to A.A.C. R14-2-1601 et seq.," Docket No. E-01345A-97~0773, "In the Matter of the
Competition in the Provision of Electric Service Throughout the State of Arizona," Docket No.
RE-00000C-94-0165. Direct testimony submitted June 4, 1999. Rebuttal testimony submitted
July 12, 1999. Cross examined July 14, 1999.

A A C .

"In the Matter of the Application of Tucson Electric Power Company for Approval of its Plan for
Stranded Cost Recovery," Arizona Corporation Commission, Docket No. E-01933A-98-0471 ,
"In the Matter of the Filing of Tucson Electric Power Company of Unbundled Tariffs Pursuant to

R14-2-1601 et seq.," Docket No. E-01933A-97_0772, "In the Matter of the Application
of Arizona Public Service Company for Approval of its Plan for Stranded Cost Recovery,"
Docket No, E-01345A-98-0473, "In the Matter of the Filing of Arizona Public Service Company
of Unbundled Tariffs Pursuant to A.A.C. R14-2-1601 et seq.," Docket No. E~01345A-97-0773 ,
"In the Matter of the Competition in the Provision of Electric Service Throughout the State of
Arizona," Docket No. RE-()0000C-94-0165. Direct testimony submitted November 30, 1998.

am reamings on Pricing," Salt River Project Board of Directors, written and oral comments
provided November 9, 1998.

"Hearings on Customer Choice," Salt River Project Board of Directors, written and oral
comments provided June 22, 1998, June 29, 1998, July 9, 1998, August 7, 1998, and August 14,
1998.

"In the Matter of the Competition in the Provision of Electric Service Throughout the State of
Arizona," Arizona Corporation Commission, Docket No. U-0000-94-l65. Direct and rebuttal
testimony tiled January 21 , 1998. Second rebuttal testimony filed February 4, 1998. Cross
examined February 25, 1998.

"In the Matter of Consolidated Edison Company of New York, Inc.'s Plans for (1) Electric
Rate/Restructuring Pursuant to Opinion No. 96-12, and (2) the Formation of a Holding Company
Pursuant to PSL, Sections 70, 108, and 110, and Certain Related Transactions," New York
Public Service Commission, Case 96-E-0897. Direct testimony filed April 9, 1997. Cross
examined May 5, 1997.
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"In the Matter of the Petition of Sunnyside Cogeneration Associates for Enforcement of Contract
Provisions," Utah Public Service Commission, Docket No. 96-2018-01. Direct testimony
submitted July 8, 1996.

"In the Matter of the Application of PacifiCorp, db Pacific Power & Light Company, for
Approval of Revised Tariff Schedules and an Alternative Form of Regulation Plan," Wyoming
Public Service Commission, Docket No. 2000-ER-95-99. Direct testimony submitted April 8,
1996.

"In the Matter of the Application of Mountain Fuel Supply Company for an Increase in Rates and
Charges," Utah Public Service Commission, Case No. 95-057-02. Direct testimony submitted
June 19, 1995. Rebuttal testimony submitted July 25, 1995. Surrebuttal testimony submitted
August 7, 1995.

"In the Matter of the Investigation of the Reasonableness of the Rates and Tariffs of Mountain
Fuel Supply Company," Utah Public Service Commission, Case No. 89-057-15. Direct
testimony submitted July 1990. Surrebuttal testimony submitted August 1990.

"In the Matter of the Review of the Rates of Utah Power and Light Company pursuant to The
Order in Case No. 87-035-27," Utah Public Service Commission, Case No. 89-035-10. Rebuttal
testimony submitted November 15, 1989. Cross examined December 1, 1989 (rate schedule
changes for state facilities).

"In the Matter of the Application of Utah Power 8; Light Company and PC/UP&L Merging Corp.
(to be renamed PacifiCorp) for an Order Authorizing the Merger of Utah Power & Light
Company and PacifiCorp into PC/UP&L Merging Corp. and Authorizing the Issuance of
Securities, Adoption of Tariffs, and Transfer of Certificates of Public Convenience and Necessity
and Authorities in Connection Therewith," Utah Public Service Commission, Case No. 87-035-
27, Direct testimony submitted April l l, 1988. Cross examined May 12, 1988 (economic impact
of UP&L merger with PacifiCorp).

"In the Matter of the Application of Mountain Fuel Supply Company for Approval of
Interruptible Industrial Transportation Rates," Utah Public Service Commission, Case No. 86-
057-07. Direct testimony submitted January 15, 1988. Cross examined March 30, 1988.

"In the Matter of the Application of Utah Power and Light Company for an Order Approving a
Power Purchase Agreement," Utah Public Service Cormnission, Case No. 87-035-18. Oral
testimony delivered July 8, 1987.

"Cogeneration: Small Power Production," Federal Energy Regulatory Commission,Docket
No. RM87-12-000. Statement on behalf of State of Utah delivered March 27, 1987, in San
Francisco.
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"In the Matter of the Investigation of Rates for Backup, Maintenance, Supplementary, and
Standby Power for Utah Power and Light Company," Utah Public Service Commission, Case
No. 86-035-13. Direct testimony submitted January 5, 1987. Case settled by stipulation
approved August 1987.

"In the Matter of the Application of Sunnyside Cogeneration Associates for Approval of the
lf generation Power Purchase Agreement," Utah Public Service Commission, Case No. 86-
2018-01. Rebuttal testimony submitted July 16, 1986. Cross examined July 17, 1986.

"In the Matter of the Investigation of Demand-Side Alternatives to Capacity Expansion for
Electric Utilities," Utah Public Service Commission, Case No. 84-999-20. Direct testimony
submitted June 17, 1985. Rebuttal testimony submitted July 29, 1985. Cross examined August
19, 1985.

"In the Matter of the Implementation of Rules Governing Cogeneration and Small Power
Production in Utah," Utah Public Service Commission, Case No. 80-999-06, pp. 1293-1318.
Direct testimony submitted January 13, 1984 (avoided costs), May 9, 1986 (security for levelized
contracts) and November 17, 1986 (avoided costs). Cross-examined February 29, 1984
(avoided costs), April 11, 1985 (standard form contracts), May 22-23, 1986 (security for
levelized contracts) and December 16-17, 1986 (avoided costs).

OTHER RELATED ACTIVITY

Participant, Oregon Direct Access Task Force (UM 1081), May 2003 to November 2003 .

Participant, Michigan Stranded Cost Collaborative, March 2003 to March 2004.

Member, Arizona Electric Competition Advisory Group, December 2002 to present.

Board of Directors, ex-officio, Desert STAR RTO, September 1999 to February 2002.

Member, Advisory Committee, Desert STAR RTO, September 1999 to February 2002. Acting
Chairman, October 2000 to February 2002 .

Board of Directors, Arizona Independent Scheduling Administrator Association, October 1998 to
present.

Acting Chairman, Operating Committee, Arizona Independent Scheduling Administrator
Association, October 1998 to June 1999.
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Member, Desert Star ISO Investigation Working Groups: Operations, Pricing, and Governance,
April 1997 to December 1999. Legal & Negotiating Committee, April 1999 to December 1999.

Participant, Independent System Operator and Spot Market Working Group, Arizona
Corporation Commission, April 1997 to September 1997.

Participant, Unbundled Services and Standard Offer Working Group, Arizona Corporation
Commission, April 1997 to October 1997.

Participant, Customer Selection Working Group, Arizona Corporation Commission, March 1997
to September 1997.

Member, Stranded Cost Working Group, Arizona Corporation Commission, March 1997 to
September 1997.

Member, Electric System Reliability & Safety Working Group, Arizona Corporation
Commission, November 1996 to September 1998.

Chairman, Salt Palace Renovation and Expansion Committee, Salt Lake County/State of
Utah/Salt Lake City, multi-government entity responsible for implementation of planning,
design, finance, and construction of an $85 million renovation of the Salt Palace Convention
Center, Salt Lake City, Utah, May 1991 to December 1994.

State of Utah Representative, Committee on Regional Electric Power Cooperation, a joint effort
of the Western Interstate Energy Board and the Western Conference of Public Service
Commissioners, January 1987 to December 1990.

Member, Utah Governor's Economic Coordinating Committee, January 1987 to December 1990.

Chairman, Standard Contract Task Force, established by Utah Public Service Commission to
address contractual problems relating to qualifying facility sales under PURPA, March 1986 to
December 1990.

Chainman, Load Management and Energy Conservation Task Force, Utah Public Service
Commission, August 1985 to December 1990.

Alternate Delegate for Utah, Western Interstate Energy Board, Denver, Colorado, August 1985 to
December 1990.

Articles Editor,Economic Forum, September 1980 to August 1981 .
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AEcc Recommended Rate Base Adjustments

AECC Recommended Revenue and Expense Adjustments

4

Schedule KCH-1
Page 4 of 4

Summary of AECC Revenue Requirement Adjustments

ACC Jo;ll*i$dk:tlon

Line
No.

AECC
Add'l

Springerville
Unit No. 1

(8)

AECC
Short Term

Sales Exclusion
Reversal

(b)

Like
No.

1 Rate Base 0 0

AECC
lmpleméhtation
Cost Regulatory

Asset
(C)

(11,181 )

AEcc
Luna Plant
Adjustment
Reversal

(d>
46,456 1

ACC Jurisdiction

Line
No.

AECC
Add'l

Springerville
Unit no. 1

(a)

AECC
Short Term

Sales Exclusion
Reversal

(b)

AECC
Implementation
Cost Regulatory

Asset
(0)

AECC
Luna Plant
Adjustment
Reversal

(<1)

Line
L

2
3
4
s
s

OUWMHQ Revenues
Electric neon Rewnues
sans for Resale
outer opawauug Revere

ram onmvna Rovénues

0
0
0
0

o
73,439

0
73,439

0
0
0
0

0
o
0
0

2
3
4
5
s

7
8
9
10
11
12
13
14
15

operating Expends
Fuel Exp§l\n
Purchased poor - Demand
Purchwbd Power -» Energy
Oilier Olioratiilins & lliintenance Expense
Dwagwodailion acid
Taxer Gltlier than liieome
laicoma Taxes

Tow operating

0
0
o

(30,357)
0
0

12,021
(18,336)

28,799
0

20,762
0
0
0

s,4ss
59,016

0
0
0
0

(3,900)
0

1,544
(2,355)

0
(15,088)

0
1,981

0
8

5,181
(7,912)

7
8
9

10
11
12
13
14
15

16 Operatinglncome 18,336 14,423 2,355 7,912 LG

Supoortinq.Schedules
(a) AECC Schedule KCH-2, p, 1
(bl AECC Schedule KCH-3, p. 1
(c) AECC Schedule KCH-4, p. 1
(d) AECC Schedule KCH-5, p, 1

i l l II I' l l



(305453)

4

Schedule KCH-2
Page 1 of 2

AECC Adjustment to Springewille Unit No. 1 Fixed Cost Recovery

Jurisdictional Demand Allocation Factor
Jurisdictional O&M Allocation Factor

94.53%
95.68%

(b)
(b)

Total Company Jurisdictional

Line
No.

AECC
Springewille

Unit No. 1

ca)

AECC
Springewille

Unit No. 1
Line

M

1
2
3
4
5

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating ReVenues

o
0
0
0

0
0
0
0

1
2
3
4
5

6
7

s
7
8
9

10
11
12
13
14

10
11
12
13
14

Operating Expenses
Fuel Expense
Purchased Power - Demand
PurchasedPower - Energy
Other Operations & Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

0
0
0

(32,095)
0
0

12,110
(19,385)

0
0
0

(30,357)
0
0

12,021
(18,336)

15 Operating Income 19,385 18,336 15

16 Gross Revenue Conversion FaCtor 1.G609 (c) 16

17 Impact on Revenue Requirement (~15 x 16) 17

Income Tax Calculation
Change in Revenue 0 0

Change in O8»M Expenses
Change in Depreciation and Amortization
Change in Taxes, Other than Income

(32,095)
0
0

(30,357)
0
o

Change in Operating Income Before Income Taxes 32,095 30,357

Income Tax Adjustments:

Change in Net Schedule M Items
Change in Synchronized Interest

0
0

o
0

Change in Taxable Operatinglncome

Effective FIT s. SIT Tax Rate

32,095

39.600% (C)

30,357

39.$00% (c)

Change in income Tax Expense Before Credits 12,710 12,021

Change in Income Tax Credits 0 o

Total Change in Income Taxes 710 12.021

Supporting Schedules/Data Source
(a) TEP Income - Springerville Unit1.xls
(b) 2007 TEP Rev Req Modél.xls
(c) TEP Schedule C-3



Schedule KCH-2
Page z of 2

Adjustment to Springerville Unit No. 1 Fixed Cost Recovery
Test Year Ended December 31, 2006

Line

M
(=) (b)

FERC

(C) (d)

TEP
G/L*
re l

TEP
Proposed
Allowed'

m

TEP
Adiustmentl

(9)

AECC
Proposed
Allowed

(h)

AECC
Adjustment

to TEP
Proposed

(i)

Line

u
(j)

Operations & Maintenance
1
2
3
4
5
6

500
502
505
506
507
510
511
512
513
514

O&M Sub-Total

Lease Expense

1
z
3
4
5
6
7
8
g
10
11

9
10
11

$630,417
$6,495,149

$502,154
$974,565

s61 ,857,1 as
$161,665
$503,659

$6,860,839
so,071 ,214
$1,575,182

$81,232,631

sea,ses
$8,948,779

$692,677
$1,342,720

$85,224,575
$1,049,394

$693,923
59,452,613
$1,475,879
$2,170,229

$111,919,:s55

$238,149
$2,453,630

$189,922
$368,155

$23,367,388
$287,729
$190,264

$2,591,774
$404,665
s595,04s

3300686,724

$630,417
$8,495,149

$502,754
$974,565

$61 ,857,188
$761,865
$503,659

$6,860,839
$1 ,071 ,214
$11575,182

$81,232,631

($23s,149)
($2,453,630)

($1891922)
($a€a,155)

($23,367,388)
($2s7,72s)
($190,2G4)

($2,591 ,774)
($404,665)
($595,ous)

l$30i686.!724)

Administrative s. General
12
13
14
15
LG
17
18
19
20

920
921
923
924
925
926
930
931

A&G Sub-Total

$767,057
$289,224
$187,116
$511,624

s72,478
$1,843,918

$34,507
$15,744

$3,727,668

$1,056,823
$398,482
sz51,801
$713,164

$99,857
$2,540,4a3

$47,543
$21,691

$5,135,545

$289,766
$109,258

$70,686
$195,540

$27,379
$696,565
$13,036

$5,947
$1 ,40a,171

$767,057
$289,224
$187,116
$517,624
$72,478

$1 ,843,918
$34,507
$15,744

$3,727,668

(s28.9,7ss)
(s109,258)

($70,6B6)
($195,540>
(327,379)

(s696,s655
(513,636)
(55,947)

($1 ,40a,177)

12
13
14
15
16
17
18
19
20

21 Total Adjustment to Cost of Service $84,950,299 $117,055,200 $32,094,901 $84,960,298 ($32,094,901) 21

22
23
24

Sp Urii! 1 Nameplate Rating (MW)
Cdstpér kW per Year
Cast per kW per Month

380
$223.58

$18.63
= [O&M + A&G]l Rating (MW)= Lei 21 + [Ln 22 x 1000]
= Cost per MW per year + 12 = Ln 23 + 12

22
23
24

Calculation of Pioboséd Snrinqewille Unit #1 AIlowed Expenses

25 (3)TEP Prdipoééed Allowed SP1 Expenses $25.67 x 380 x 12 x 1 ,000 su1,055,200 25

26 (b) AEcc Proposed Allowed SP1 Expenses $18.63 x 380 X 12 x 1,000 $84,960,299 26

Qata Source
(1) TEP Pm Forma Adjustment Workpaper "Income - SpringervilleUnit 1.xls"

u umm



(23,954)

1

Schedule KCH-3
Page 1 of 1

AECC Adjustment to Short Term Sales Margin

Jurisdictional Demand Allocation Factor 94.53% (b)

Total Company Jurisdictional

Line
No.

AECC
Short Term

Sales Exclusion
Reversal

(a)

AECC
Short Term

Sales Exclusion
Reversal

Line
No.

1
2
3
4
5

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating Revenues

0
77,685

0
77,685

0
73,439

0
73,439

1
2
3
4
5

6
1
8
g
10
11
12
13
14

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other Operations &Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

30,464
0

21 ,962
0
0
0

10,003
62,429

28,799
0

20,762
0
0
0

9,456
59,016

6
7
8
g

10
11
12
13
14

15 Operating Income 15,256 14,423 15

16 Gross Revenue Conversion Factor 1,6609 (C) 16

17 Impact on Revenue Requirement (-17 x 18) 17

Income Tax Calculation
Change in Revenue 77,585 73,439

Change in O8éM Expenses
Change in Depreciation and Amortization
Change in Taxes, Other than Income

52,426
0
0

49,561
0
o

Change in OperatingIncome Before Income Taxes 25,259 23,878

Income Tax Adjustments:

Change in Net Schedule M Items
Change in Synchronized Interest

0
0

0
0

Change in Taxable Operating Income 25,259 23,878

Effective FIT & SIT Tax Rate 39.600% (C) 39.600% (C)

Change in Income Tax Expense Before Credits 10,003 9,456

Change in Income Tax Credits 0 0

Total Change in Income Taxes 10,003 9,456

Sunoorting.ScheduleslData Source
(a) TEP Schedule C-2, p. 2 of 8
(b) 2007 TEP Rev Req Model.xls
(C) TEP Schedule C-3



(5,463)

\

Schedule KCH-4
Page 1 of 3

AECC Adjustment to Implementation Cost Regulatory Asset

Jurisdictional Allocation Factor 100.00% (b)

Jurisdictional

Line
No.

AECC
Implementation
CostlReguIatory

Asset
Line
No.

1 Rate Base

Total Company

AE c c
Implementation
Cost Regulatory

Asset

(a)
(11 ,181) (11,181) 1

2
3
4
5
6

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating Revenues

0
o
0
_o

o
0
0
o

2
3
4
5
6

7 7
8
9

10
11
12
13
14
15

9
10
11
12
13
14
15

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other Operations & Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

0
0
0
0

(3,900)
o

1,544
(2,355)

o
0
o
0

(3,900)
0

1,544
(2,35s)

16 Operating lncome 2,355 2,355 16

17 Gross Revenue Conversion Factor 1.6609 (C) 17

18 Impact on Revenue Requirement (-[16 x 17] + [8.35% x 1 x 171) 18

Income Tax Calculation
Change in Revenue o o

Change in os.m Expenses
Change in Depreciation and Amortization
Change in Taxes, Other that Income

o
(3,900)

0

0
(3,900)

0

Change in Operating Income Before Income Taxes 3,900 3,900

Income Tax Adjustments'

Change In Net Schedule M Items
Change in Synchronized Interest

0
0

0
0

Change in Taxable Operating Income

Effective FIT & SIT Tax Rate

3,900

39.600% (c )

3,900

39.600% (c)

1,s44 1,544

0 0

Change in Income Tax Expense Before Credits

Change in Income Tax Credits

Total Change in Income Taxes 1,s44 1,544

Supportinq ScheduleslData Source
(a) AECC ICRA Adjustment Workpa'per
(b)2007 TEP Rev Red Model.xls
(c) TEP Schedule C~3



Schedule KCH-4

Page 2 of 3

AEcc Regulatory Asset Adjustment
Test Year Ended December 31, zone

TEP AECC

AECC

Adjustment

Deferred Direct Access Costs

Balance of regulatory asset in FERC 182,15 (deferred amortization) @ 12/31/06

Total Direct Access Costs to be recovered in Rate Base

$11,153,016

$11,153,016

$11,153,016

$11,153,016

$0
$0

TEP Ad1ustment.to test year expense

Amortization of Direct Access Costs over 4 years.

/4

$2,788,254

14

$2,788,254 so

Iagationof redass of intangibleplant to regulatory asset:

The balance in the regulatory asset represents deferred amortization of the capitalized direct access costs.

Deferred Divestiture Costs

Balance of regulatory asset in FERC 182.3 (deferred amortization) @ 12/31/06

Total Deferred Divestiture Costs to be recovered in Rate Base

$1 ,193,003

$1 ,1934003

$1 ,193,003

so,193,003

$0
$0

TOP Adiustment to test year expense

Amortization of Deferred DivestitUre Costs overt years.

/4

$298,251

/4

$298,251 $0

Reasqiy.for Adiusiment

To increase rate base for divestiture costs deferred in accordance with Decision No.60977 and DecisionNo. 82103.

Deferred GenCo Separation Costs

Balance of regulatory asset in FERC 182.3 (deferred amortization) @ 12/31/06

Total Deferred GenCo Separation Costs to be recovered in Rate Base

$164,026

$164,026

$164,026

$164,026

$0

so

TEP Adiustment to test year expense

Amortization of Deferred GenCo seperation Costs over 4 years,

/4

$41,007

/4

$41,007 $0

884899 for Adiustment
To increase rate base for GenCo separation costs defensedin accordance with Decision No, 62103.

San Juan Coal Contract Amendment

(lontraciAmendment Fee Paid

Pius Transaction Costs (attorneys fees)

Less Tax Refund

Total San Juan Contract Amendment Fees to be recovered in Rate Base

$15,413,887

155,309

(838,107)

$14,731,089 $8,715,894 (8s,015,195)

TEP gdiustment to test year expense

Amortization of San Juan Coal Contract Termination CoSts over 4 years,

14

$3,682,772

14

$1,473,109 (s2,209,662.)

8 9 9 9 M Adjustment
To raféecé in rate base the consideration paid to amend the former Goa! contract for the San Juangenerationstation.
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Schedule KCH-4

P:-ige 3 of 3

AECC Regulatory Asset Adjustment

Test Year Ended December 31, 2006

TEP AEcc

AECC

AdjustMent

Sundt Coal Contract Termination Fee
Contralti Fee Paid
Plus Transaction Costs (economic consultant)

Total Sundt Coal Contract Termination Fee to be recovered in Rate Base

$11,250,000
9,934

$11 ,259,934 $6,093,750 ($5,16s,1a4)

TEP Adjustment to test year expense
Amortization of Sundt Coal Termination Fee over 4 years_

/4
52,814,984

/4
$1,125,000 ($1,689,984)

Reason for Adjustment
To reflect in rate base the consideration paid to terminate the coat contracl for the Sundt generation station.

$0
0
0
0

Deferred Desert Star and West Connect Funding
Desert Star long term receivable
Desert Star long term interest receivable
West Connect charges
Plus Related Outside Counsel Costs

Total Deferred Desert Star and West Connect Funding to be recovered in Rate Base.

$446,129
251,970
273,445
731,254

s1,10z,798

$446,129
251,970
273,445
731 ,254

$1,702,798 $0

TEP Adius¢ment.totest year eXpense
Amortization of Deferred Desert Star and West Connect Funding.

14
5425,700

/4
$425,700 $0

Reason for.Adjuslment
To reflect in rate base the funding and related mosts for Desert Star and West Connect.

Financlhg Costs - Generation
Financing Costs - Genafation

Torun uafarrea Flnanciiig costs - Génératlon Tb uh recwaneu in Rate Base.
$7,251 .358
$7,251,358

$7,251858
$7,2518358

$0
so

TEP. Aii=l1\iitii1Eiit.to.lGs't¥6ar ex'lieii§e
Amt:iitlzilI6l\ of Flnincing Cbiti - Gb'nuration.

14
s1,812,a40

14
so,812,a40 $0

Reason for Adiustment
To reflect in rate base the financing costs for generation.

Total 18243 Regulatory Assets $47,455,224 53562731845 £$11,181,379)

Annual Amortization $11,863,806 $7,964/159 ($3,8999647)



(6,697)
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Schedule KCH-5
Page 1 of 1

AECC Adjustment to Luna Plant

Jurisdictional Demand Allocation Factor 94.53% (b)

Jurisdictional

Line

M

AECC
Luna Plant
Adjustment

Reversal
Line

M

1 Rate Base (Luna OCRB + Luna ADIT)

Total Company

AECC
Luna Plant
Adjustment

Reversal

(=>
49,141 46,456 1

2
3
4
5
6

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Revere

Total Operating Revenues

0
0
0
0

o
o
0
0

2
3
4
5
6

7
8

7
8
9

10
11
12
13
14
15

10
11
12
13
14
15

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other Operations & Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

0
(15,960)

0
2,096

0
s

5,487
(8,369)

0
(15,088)

0
1,981

0
8

5,187
(7,912)

16 Operating lncome s,3s9 7,912 LG

17 Gross Revenue ConversiOn Factor 1,6609 (c) 17

18 Impact on Revenue Requirement (-[16 x 171 + [8.35% x 1 x 17]) 18

Income Tax Calculation
Change in Revenue 0 0

Change in ow Expenses
change In Depieciatiun and Amvltizatlon
Change In Taxes, Other than Income

(13,864)
0
8

(13,106)
o
8

Change in Operatinglncome Beforelncome Taxes 13,856 13,099

Income Tax Adjustments:
\

Change in Net Schedule M Items
Change in Synchronized Interest

0
0

0
0

Change in Taxable Operating Income

Effective FIT & SIT Tax Rate

13,856

39.600% (c)

13,099

39.600% (U)

5,487 s,187

0 o

Change in Income Tax Expense Before Credits

Change In Income Tax Credits

Total Change in Income Taxes s,4a1 5,1s1

Supportinq SchedulesIData Source
(a) TEP Luna Plant and ADIT Adjustment Workpapers
(b) 2007 TEP Rev Req Model.xls
(c) TEP Schedule C-3
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1 DIRECT TESTIMONY OF KEVIN c . HIGGINS

2

3 1. Introduction

4 Q. Please state your name and business address.

5 A, Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah,

6 84111.

7 Q- By whom are you employed and in what capacity?

8 I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies

9 is a private consulting firm specializing in economic and policy analysis

10 applicable to energy production, transportation, and consumption.

11 a Are you the same Kevin C. Higgins who filed direct testimony in the revenue

12 requirement phase of this proceeding on behalf of Phelps Dodge Mining

IN Company ("Phelps Dodge") and Arizonans for Electric Choice and

14 Competition ("AECC")'?

Yes, I am.

16

17 11. Overview and Conclusions
r

18 Q~ What is the purpose of your testimony in this phase of the proceeding?

19 My testimony addresses several cost-of-service and rate design issues in

20 TEP's general rate case filing, and recommends changes to TEP's proposed rate

21 design in support of a just and reasonable outcome. My testimony in this phase of

22

15

A.

A.

A.

the proceeding is directed to TEP's "Cost-of-Sewice Methodology.9?



Q

we

1 Q- Please summarize your conclusions and recommendations with respect to

2 rate design issues in this proceeding.

3 A. I offer the following conclusions and recommendations :

4

5

8

(1) In my revenue requirement testimony I concluded that TEP's proposed
Tennination Cost Regulatory Asset Charge ("TCRAC") is without merit and
recommended that it should be rejected. Consistent with this recommendation,
no TCRAC should be adopted. However, if the Commission does not accept
my recommendation to reject the TCRAC, then the cents~per-kWh rate design
proposed by TEP for the TCRAC should be rejected, and instead, the costs
should be recovered through an equal-percentage-of-bill rider applied to all
retail customers.

(2) I recommend that the Commission reject the Peak and Average Demand
method that TEP proposes for the allocation of generation plant costs, as it is a
conceptually-flawed approach. This method double counts average demand,
resulting in a bias against higher-load~factor customers. This problem can be
remedied by using the Average and Excess Demand method, which uses the
same energy-based allocation that TEP is recommending for generation costs,
but avoids the double-counting of average demand during the system peak.

(3) Multiple cost-of-service studies show that the General Service class is
significantly over-recovering its costs under current rates (inclusive of the
Fixed CTC).

(4) Both the Average and Excess Demand method and the CP method show the
Large Light & Power class dramatically over-recovering its costs at current
rates (inclusive of the Fixed CTC),

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

(5) TEP's use of Peak and Average Demand method for allocating transmission
expense should be rejected. The FERC-approved transmission rates that TEP
is charging itself for providing service to its retail customers were determined
in the first instance using the CP method. The same CP method should be
used for allocating transmission expense across customer classes. I
recommend that the Commission order TEP to re-tile its unbundled
transmission rates such that: (a) transmission expense is allocated to customer
classes on a CP basis, and (b) transmission rates for demand-billed
customers are recovered solely through a demand charge, not an energy
charge.

(6) TEP's distribution cost-of-sewice study shows that the distribution system
costs attributable to the Large, Light and Power class at TEP's requested rate
of return is a little over $4 million. Yet, the unbundled distribution charges
TEP is proposing for these customers would recover 8326.6 million - over 6_5

2
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1

3

times the cost of providing distribution service to them. The distribution
charges for this customer class should be dramatically reduced to better reflect
the actual cost to provide this service.

(7) I recommend that the first $30 million of any revenue reductions ordered by
the Commission (relative to the $63 million base rate increase being proposed
by TEP) should be apportioned as follows: (a) $20 million reduction to the
General Service class in recognition that this class is over-recovering costs
undercurrent rates, and (b) $10 million reduction to Large, Light & Power to
be effected through a reduction in the unbundled distribution charge to these
customers to bring these charges closer to distribution cost-of-service. If the
Commission orders less than a $30 million reduction from the $63 million
increase requested by TEP, then the dollar reduction should be apportioned
between General Service and Large, Light & Power in this same 2:1 ratio.

(8) If the Commission orders a rate reduction that is greater than $30 million
(relative to the $63 million base rate increase being proposed by TEP) then I
recommend that the incremental reduction be apportioned to each customer
class on an equal percentage basis (except Mines, which are presumed to be
served under special contracts). In the case of Large, Light & Power, the
reduction should be targeted to the unbundled distribution charge,

(9) If the Commission approves a base rate increase that is greater than $63
million, then I recommend that any incremental increase above $63 million
should be apportioned to General Service and Large, Light & Power such that
the incremental percentage rate increase to these classes is 50 percent of the
overall retail percentage increase.

(10) I support TEP's overall move toward time-of-use rates, as this will improve
price signals to customers.

5

6

7

8

9

10
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39

40
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42

43

44

45

(l 1) TEP's proposed rate design for non-residential customers is severely skewed
toward energy charges and away from demand charges. For each demand-
billed rate schedule, TEP should be ordered to reformulate the distribution
charge such that 100 percent of the distribution rate is recovered either in the
customer charge or the demand charge .- with none of the recovery occurring
in an energy charge. Similarly, for rate schedules that are demand-billed, a
minimum of 55 percent of TEP's generation cost that is unrelated to fuel and
purchased power should be recovered through a demand charge (and removed
from the energy charge).

(12) TEP should be required to file an interruptible rate schedule that provides a
range of options with respect to notice requirements, duration, and frequency,
and which provides a credit to participating customers based on the value of
the capacity expense the customer allows the utility to avoid. The

3
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interruptible rate schedule should be developed after consultation with Staff
and interested stakeholders in a collaborative process.

1

2

3

4

5

6

7

8

9

1 0

11

12

13

14

15

(13) TEP's proposal for inverted block rates for small General Service customers
is misguided and should be rejected. The notion of "lifeline" rates does not
translate to non-residential customers. The relative differences in electricity
usage among commercial (and industrial customers) are driven largely by the
differing requirements of their respective businesses, as opposed to individual
consumption preferences. Applying inverted block pricing to non-residential
customers simply creates a new subsidy in which the larger customers on the
rate schedule pay for the energy costs of the smaller customers on the rate
schedule - e.g., the grocery stores pay for the energy costs of the gas stations
- without regard to the energy efficiency practices of either.

16 111. Termination Cost Regulatorv Asset Charge

17 Q- What is the Termination Cost Regulatory Asset Charge?

18 As discussed in my revenue requirements testimony, the Termination Cost

19 Regulatory Asset Charge ("TCRAC") is the mechanism that TEP has proposed

20 for recovering the $788 million regulatory asset it has requested if the Cost-of-

21 Service Methodology is adopted. TEP asserts that such a regulatory asset is

22 necessary "in recognition of the economic burden imposed on TEP as a result of

23 the extended rate freeze and return to full cost-of-service regulation."1 The first

24 year cost to TEP customers of the TCRAC would be $117.6 million.

25 In my revenue requirements testimony I explain why the TCRAC proposal

26 is without merit and recommend that it be rejected.

27 Q~ What rate design has TEP proposed for the TCRAC?

28 TEP has proposed a straight kilowatt-hour charge of 1 .2622 cents/kWh

29 applicable to all retail kilowatt-hours.

1 Direct testimony of Kentton C. Grant, p. 2, lines 22-25.

A.

A.

4
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I Q- If notwithstanding your recommendation that the TCRAC be rejected, some

2 form of the mechanism is approved by the Commission, do you believe TEP's

3 proposed rate design should be adopted?

4 Absolutely not. TEP is attempting to recover "foregone rate increases" due

5 to the rate cap. A straight kilowatt-hour charge is entirely inappropriate for such a

6 purpose. There is no basis to assert that any rate increases that TEP might have

7 "foregone" between 2003 and 2008 would have been recovered from customers

8 on a straight kilowatt-hour basis. In fact, the likelihood of recovering a general

rate increase in such a manner is almost nil. Recovering such an extraordinary

10 cost on a straight kilowatt-hour basis would ignore relative cost-of-service among

11 rate classes and would unfairly burden higher-load-factor customers within rate

12 classes.

13 Q. If notwithstanding your recommendation that the TCRAC be rejected, some

14 form of the mechanism is approved by the Commission, what rate design

15 would be most appropriate?

16 If TEP is permitted some type of regulatory asset recovery such as the

17 TCRAC in exchange for applying the Cost-of-Service Methodology to post-2008

18 rates, then the most reasonable mechanism for cost recovery from customers

19 would be an equal percentage of bill rider applied to all retail customers. Such a

20 mechanism would assess the regulatory asset burden such that it was directly

21 proportionate to the rates that are decided in this proceeding. That is the most

22 reasonable means for assigning responsibility for recovering any "foregone" rate

23 increases from the past.

A.

5
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1 Iv. Class Cost-of-Service

2 Q- What is the purpose of cost-of-service analysis?

3 Cost-of-service analysis is conducted to assist in determining appropriate

4 rates for each customer class. It involves the assignment of revenues, expenses,

5 and rate base to each customer class, and includes the following steps:

6 • Separating the utility's costs in accordance with thevarious functions of its

7 system (e.g., generation, [or production], transmission, distribution),

8 CIassu§/ing the utility's costs with respect to the manner in which they are

incurred by customers (e.g., customer-related costs, demand-related costs, and

10 energy-related costs), and

• Allocating responsibility for causing the utility's costs to the various customer

12 classes.

13 Q- What is the role of cost-of-service analysis in setting rates?

14 Each of the three steps above has an important role in the ratemaking

15 process. If rates are unbundled by function, as they are in Arizona, then separating

16 the utility's costs by function is important in determining which costs are

17 generation-related, transmission-related, and distribution-related.

18 The classification of costs is critical to the rate design process, i.e., in

19 determining the proper customer charge, demand charge, and energy charge for

20 each rate schedule,

21 Finally, the allocation of costs to customer classes is important for

22 determining revenue apportionment across customer classes, also called "rate

23 spread." In determining rate spread, it is important to align rates with cost

A.

A.

6



1 causation to the greatest extent practicable. Properly aligning rates with the costs

caused by each customer class is essential for ensuring fairness, as it minimizes

3 cross subsidies among customers. It also sends proper price signals, which

4 improves efficiency in resource utilization. For these reasons, the results of the

5 class cost-of-service analysis should be given very strong weighting in guiding

6 the proper revenue apportionment.

7

8 A. Allocation of Generation Plant Costs

0 What approach has TEP used for allocating generation plant costs between

10 TEP retail customers and FERC-jurisdictional customers?

11 As explained in the direct testimony of TEP witness D. Bentley Erdwurm,

12 TEP uses the 4-Coincident Peaks ("CP") method for allocating generation plant

13 costs between its state and federal jurisdictional loads. TEP's system is designed

14 to meet peak demands in the months of June, July, August, and September.

15 Consequently, the allocation factor for generation capacity is calculated using

16 each jurisdiction's contribution to system peak at the time of the June, July,

17 August, and September peaks.

18 Q. In your opinion, is the CP method appropriate for allocating TEP's

19 generation plant costs?

20 Yes, given the characteristics of TEP's system, the CP method is

21 appropriate for allocating generation plant costs. As noted by Mr. Erdwurm, the

22 CP method has been accepted by FERC for application to TEP.

2

A.

A

7
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l Q. Does TEP also use the CP method for allocating generation plant costs

2 across its retail customer classes?

3 No. Even though TEP uses the CP method for allocating generation plant

4 costs between its jurisdictions, TEP does not use this method for allocating costs

5 across its retail customer classes. For class cost of service, TEP uses a variant of

6

7

the "Peak and Average Demand" method, which Mr. Erdwurm refers to as

"Average and Peaks". 2

8 Q. Are you familiar with the Peak and Average Demand method?

Yes. The Peak and Average Demand method is classified in the NARUC

10 Cost Allocation Manual as a "Judgmental Energy Weighting" approach.

1 I According to this method, fixed production cost is allocated based on a

12 combination of each class's share of coincident peak demand, as well as each

13 class's share of energy usage. In applying this method, class energy consumption

14 is typically expressed as "average demand," which gives rise to the term "Peak

15 and Average." (Average demand is simply annual energy divided by the number

16 of hours in the year)

17 Q. In your opinion, is the Peak and Average Demand method appropriate for

18 allocating TEP's generation plant costs?

19 No. The Peak and Average Demand method is conceptually flawed in that

ZN average demand is already included in peak demand and is thus counted twice in

2] the allocation of costs. This double-counting contributes to a bias against higher-

22 load-factor customers inherent in this method. Fortunately, however, this problem

"Peak and Average Demand" is the nomenclature used in the NARUC Electric Utility Cost Allocation
Manual.

A.

A.

2

A.

8
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1 can be remedied by applying an alternate method that uses the same energy-based

2 allocation that TEP is recommending, but avoids the double-counting of average

3 demand at peak. This alternative is known as the "Average and Excess Demand"

4 method.

Q- Before discussing this alternative approach, please explain the analytical flaw

6 in the Peak and Average Demand method.

7 We can use a simple example to illustrate the Peak and Average Demand

8 method and its serious Haw. Assume we have two customer classes: Flat and

Peaky. To highlight the underlying drivers of the Peak and Average Demand

10 method, let us assume that the Flat class has a constant load of 500 MW

throughout the year. Let us further assume that the load pattern of the Peaky class

12 is as follows: January-March: 300 MW, April-May: 500 MW, June: 700 MW,

13 July-August: 800 MW, September: 700 MW, October: 500 MW, and December;

14 300 MW. This example is illustrated in Figure KCH-2, on the following page.

5

A.

9
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I Figure KCH-2

2 Peak and Average Demand Method: Illustrative Example

Allcapadty above this level should be
attributed 100% to the Peaky Class,

but40% is allocated to the
FlatClass under P&A method
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Figure KCH-2 shows the monthly demand of the Flat class at the bottom

5 of the diagram. The monthly demand of the Peaky class is stacked on top of the

Flat class's demand, such that the sum of the two constitutes the total demand for

7 the system. The average demand of each of these classes is 500 MW, resulting in

8 an average demand for this two-class system of 1000 MW. Accordingly, the Peak

9 and Average Demand method will allocate each of these classes 50 percent of the

10 responsibility for the energy, or average demand, portion of costs.

The system peak demand averages 1250 MW in the four summer months,

12 June through September. It is clear in this example that all of the incremental

13 capacity required above the system average of 1000 MW demand is attributable to

10



1 the needs of the Peaky class .- after all, the load of the Flat class is, of course, flat.

2 But the Peak and Average Demand method will not allocate the full cost of this

3 incremental capacity to the Peaky class. Instead, it will allocate these incremental

4 costs in accordance with the share of each class's demand during the peak

5 summer months, that is, the Flat class will be allocated 40% of the incremental

6 cost (500 MW/1250 MW) and the Peaky class will be allocated 60% of the

7 incremental cost. Put another way, even though go of the Flat class's usage during

8 the summer has already been accounted for in the allocation of average demand,

9 the Flat class will be allocated an additional 40% of the costs of the incremental

10 capacity above system average demand when the summer peak demand is

11 apportioned. This additional allocation occurs because the Peak and Average

12 Demand method allocates capacity costs based on total demand during the

13 summer - not just the excess above average demand, even though average

14 demand has already been fully allocated in the first step. This additional

15 allocation is the double-weighting to which I referred previously in my testimony.

16 In my opinion, this double-weighting amounts to a serious analytical flaw in the

17 Peak and Average Demand method.

18 Q. Has the Commission expressed concern about the use of the Peak and

19 Average Demand method?

20 Yes. In Decision No. 69663 issued June 28, 2007, the Commission

21 addressed Staff s recommended use of the Peak and Average Demand method in

22 the Arizona Public Service Company ("APS") rate case. APS had used the CP

23 method. The Commission stated:

A.

11



1 We agree with Staff that an energy-weighting method for allocating production
plant is appropriate for APS. HoWever, we are not convinced that the method
recommended by Staff is the method that should be adopted. AECC's
recommended Average and Excess Demand method would eliminate the criticism
that the average demand is being counted twice. [Decision No. 69663, p. 70, line
27 -.- p. 71, line 2.]

3

4

5

6

7

Q. Does the Average and Excess Demand method avoid the double-weighting of

9 average demand costs?

10 Yes. The Average and Excess Demand method avoids the problem of

double-weighting while using the same allocation treatment of energy, or average

12 demand, as the Peak and Average Demand method: the difference is in the

la treatment of the incremental capacity requirements above average demand.

34 The Average and Excess Demand method is described in the NARUC

15 Manual in its section entitled "Energy Weighting Methods." This method has the

16 virtue of meeting the Commission's stated objective in Decision No. 69663 with

17 respect to allocating a portion of production plant based on energy. As stated in

is the NARUC Manual, this method "effectively uses an average demand or total

19 energy allocator to allocate that portion of the utility's generating capacity that

20 would be needed if all customers used energy at a constant 100 percent load

21 factor."3 At the same time, the incremental amount of production plant that is

22 required to meet loads that are above average demand is properly assigned to the

23 users who create the need for the additional capacity.

24 Q. How does the Average and Excess Demand method apportion responsibility

25 for incremental production plant that is required to meet loads that are

26 above average demand?

A.
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1 The Average and Excess Demand method allocates the cost of capacity

2 above average demand in proportion to each class's excess demand, where excess

3 demand is measured as the difference between each class's individual peak

4 de1nand4 and its average demand. By focusing on excess demand, this method

5 avoids the double~weighting of average demand that occurs in the Peak and

6 Average Demand method.

7 Q. How would the Average and Excess Demand method allocate the capacity

8 above average demand in your illustrative example?

The capacity above average demand would be allocated in proportion to

10 each class's share of excess demand. In this example, the peak demand of the Flat

11 class is the same as its average demand, that is, its excess demand is zero. The

12 peak for the Peaky class is 800 MW, which translates into a class excess demand

13 of 300 MW (i.e., 800 MW - 500 MW), which, of course, is also the entirety of the

14 excess demand on this system. Thus, the Peaky class is allocated all of the cost

15 associated with incremental capacity above average demand. Put another way, the

16 Average and Excess Demand method properly assigns the cost of the incremental

17 amount of production plant used to serve system requirements above average

18 demand.

19 Q. Is the Average and Excess Demand method used elsewhere in this region of

20 the country?

21 Yes. This method is used by both Salt River Project and Public Service

22 Company of Colorado.

3 NARUC Electric Utility Cost Allocation Manual, January 1992, p. 49.

A.

A.

A.
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I Q- Has TEP prepared a class cost-of-service analysis using the Average and

2 Excess Demand method?

3 Yes. TEP prepared a class cost-of-service study using the Average and

4 Excess Demand method in response to DOD Data Request 6. 1.

5 Q. Has TEP also prepared a class cost-of-service analysis using the CP

6 method?

7 Yes, TEP prepared a class cost-of-service study using the CP method in

8 response to DOD Data Request 3.3 (Update).

9 Q. Do you have any observations concerning the various cost-of-service analyses 4

10 prepared by TEP?

Yes. Each of the cost-of-sewice studies performed by TEP shows the

12 rates-of-return by customer class assuming that there are no Fixed CTC revenues

13 (or DSM-related revenues) being recovered in current rates. For example, TEP's

14 Schedule G-1, which summarizes the Company's Peak and Average Demand

15 cost-of-service study, shows Total TEP operating income of negative $13.2

16 million, It also shows negative returns for each rate class except General Service

17 and Lighting. These negative returns are only appearing in Schedule G-1 because

18 TEP removed $89.6 million in Fixed CTC revenues from rates for this analysis.

19 But of course, customers are still paying these charges, so the rates of return that

20 appear in Schedule G-1 or any of TEP's cost-of-sewice studies are not very

21 helpful upon first review. To be analytically useful, the Fixed CTC revenues (and

4 A class's individual peak demand is often referred to as "Class Non-Coincident Peak Demand" or "Class
NCP."

A.

A.
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1 DSM-related revenues) must be restored and attributed to the classes that are

2 currently paying these revenues.

3 Q. Have you reconstructed TEP's cost-of-service results with the Fixed CTC

4 revenues included in current rates?

5 A. Yes. For TEP's Peak and Average Demand study (Schedule G-1), the

6 results are reconstructed in Schedule KCH-7, page 1. This schedule shows a Total

7 TEP operating income of $44.3 million. The class rates of return appearing in line

8 25 should be interpreted as the returns derived using TEP's Peak and Average

9 Demand study with the Fixed CTC and DSM revenues Q current rates.

10 Q. Do you have any other observations concerning TEP's cost-of-service

results?

12 Yes. Apparently TEP conducted its class cost-of-service study for a

13 different test period than was used for revenue requirement. The test period for

14 class cost-of-service is the year ending June 30, 2006, whereas the test period for

15 revenue requirement is for the year ending December 31 , 2006.

16 Q- Does the use of the test period ending June 30, 2006 instead of December 31,

17 2006 have much impact on the study results?

18 Apparently, yes. In TEP's Response to DOD Data Request 3.2, TEP reran

19 its Peak and Average Demand study for the test period that coincides with the test

20 period used for revenue requirement -- the year ending December 31 , 2006. In

21 Schedule KCH-7, page 2, I have reconstructed TEP's results with Fixed CTC

22 revenues (plus DSM-related revenues) included in current rates. The results show

23 that the rate of return for the Large Light & Power class is considerably higher

A.

A.
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1 using the test period ending December 31 , 2006 than for the test period ending

2 June 30, 2006.

3 Q- Do you have any other observations concerning TEP's cost-of-service

4 results?

5 The results for the Mines class need to be viewed with some caution.

6 TEP's cost-of-service study shows this class as under-recovering, but current

7 revenues for this class do not reflect the rate changes for mining customers that

8 will be in effect in 2009. In Decision No. 69873, issued August 28, 2007, the

9 Commission approved a new special contract for one major mining customer, the

10 pricing terns of which are confidential. The special contract for the other mining

11 customer expires at the end of 2008 and this customer's rates in the rate effective

12 period will undoubtedly be different than those reflected in TEP's cost-of-service

13 studies. Any increased revenues that TEP will receive from charging higher rates

14 to customers in the Mines class in the rate effective period will contribute to the

15 recovery of TEP's target revenue requirement. TEP's filing does not currently

16 reflect these additional revenues .

17 Q. Have you reconstructed TEP's cost-of-service results for the Average and

18 Excess Demand and CP methods with the Fixed CTC revenues included in

19 current rates"

20 Yes. These results are shown in Schedule KCH-7, pages 3 and 4. Table

21 KCH-1, below, summarizes the class rates of return that appear in Schedule KCH-

22

A.

A.
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1 Table KCH-1

Class Rates of Return Using Different CCOS Methods
(Fixed CTC included in current revenues)

CCOS Method Total Res GS LL&P Mines Lighting Pub Auth

2

3

4

5

6
7
8
9

10
11
12

Peak & Average (6/06)
Peak & Average (12/06)
Average & Excess Dem,
4 CP

4.50% 1.12%
4.50% 0.23%
4.50% -2.15%
4.50% -1.82%

13.88%
14.11%
13.26%
13.04%

-2.84%
6.18%

20.20%
26.33%

-25.68%
-22.03%

4.08%
6.90%

3.22%
6.94%

-9.27%
13.36%

-2.03%
-I 1.83%

6.51%
-16.70%

13 Q. What observations do you draw from the results of the Average and Excess

14 Demand and CP methods?

15 Both the Average and Excess Demand method and the CP method show

16 the Large Light & Power class dramatically over-recovering its costs at current

17 rates (inclusive of the Fixed CTC).

18 Q. Do you have any observations concerning the study results for the General

19 Service class?

Yes. Each cost-of-service study shows that the General Service class is

21 signifurantly over-recovering its costs under current rates (inclusive of the Fixed

22 CTC).

23 Q- What conclusions do you draw concerning the use of these cost-of-service

24 results for the determination of rate spread in this proceeding?

25 There are at least two key insights that stand out from these results. First,

26 any rate spread should recognize that the General Service class is already paying

27 rates that are too high even if TEP received the full $63 million rate increase it is

28 requesting under the Cost-of-Service Methodology (not counting the TCRAC).

29 Secondly, under the more commonly-utilized CP and Average and Excess

17
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1 Demand cost allocation methods, the Large Light & Power class is significantly

2 over-recovering. I will present additional information on this issue when I discuss

3 distribution cost-of-service later in this Section IV.

4 I will present my overall rate spread recommendations in Section V of my

5 testimony.

6

7 B. Allocation of Transmission Expense and Transmission Rate Design

8 Q. What has TEP proposed with respect to the allocation of transmission

9 expense'7

10 Transmission expense is an unbundled rate component in TEP's tariff.

11 TEP has proposed that transmission expense be allocated to customer classes

12 using the same Peak and Average Demand method the Company uses for

la allocating generation plant costs.

14 Q. What is your assessment of TEP's approach to allocating transmission

15 €Xp€n$€'?

16 As I explained above, the use of the Peak and Average Demand method

17 for allocating generation plant costs is highly flawed. The method is even more

18 inappropriate for allocating transmission expense, as there is no transmission

19 equivalent to base load generation plant to justify the use of Average Demand as

20 an allocator. The use of Peak and Average Demand method for allocating

21 transmission expense should be soundly rejected.

22 The FERC-approved transmission rates that TEP is charging itself for

23 providing service to its retail customers were determined in the first instance

A.
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1 using the CP method. The same CP method should be used for allocating

2 transmission expense acrosscustomer classes.

3 Q. Have you performed an allocation of transmission expense using the CP

4 method?

5 Yes, I have. This analysis is presented in Schedule KCH-8.

6 Q- Do you have any other comments concerning transmission rates?

7 Yes. TEP is proposing to recover transmission expense on a cents-per-

8 kph basis. Such a rate design for transmission service is entirely inappropriate

for demand-metered customers. Transmission service is inherently capacity-

10 related and transmission rates should be designed on a dollars-per-kW of monthly

11 demand basis, which is how TEP's FERC-approved transmission rates are

12 designed. Failure to design transmission rates on a demand-billed basis will

13 unfairly shift transmission costs within demand-billed rate schedules from lower-

14 load-factor customers (whose use of the transmission system is relatively

l 5 "peaky") to higher-load-factor customers (whose use of the transmission system is

16 relatively constant).

17 In Schedule KCH-8, I present re-designed transmission rates by customer

18 class using TEP's proposed transmission expense.

19 Q. What transmission rate design is utilized by APS?

20 This issue was addressed in the most recent APS rate case. As a result of

21 that proceeding, APS changed its transmission rate design from a cents-per-kWh

22 charge to a dollars-per-kW-month charge for demand-billed customers, just as I

23 am recommending here.

A.

A.

A.
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1 Q - Please summarize your recommendations concerning transmission cost

2 allocation and rate design.

3 A. I recommend that the Commission order TEP to re-file its unbundled

4 transmission rates such that: (1) transmission expense is allocated to customer

5 classes on a CP basis, and (2) transmission rates for demand-billed customers are

6 collected solely through a demand charge, not an energy charge.

7

8 c . Allocation and Recoverv of Distribution Costs for Large., Light &

9 Power

10 Q. What is the function of the utility's distribution system?

11 The distribution system delivers power from the high-voltage transmission

12 system to the customer's meter.

13 Q~ Are there issues concerning the allocation of distribution costs that you wish

14 to discuss?

15 A. Yes. TEP's distribution cost-of-service study shows that the distribution

16 system costs attributable to the Large, Light and Power class at TEP's requested

17 rate of return is slightly more than $4 million,5 Distribution costs for these

18 customers are relatively modest, since they take service at 46,000 volts or greater,

19 and therefore do not use the lower-voltage portion of the distribution system.

20 Yet, the unbundled distribution charges being levied on these customers is

21 orders of magnitude greater than the cost to provide distribution service to these

22 customers. As shown in Exhibit KCH-9, TEP's proposed distribution rates would

5 TEP Schedule G-6 (Unit Costs), page 1, column 4, line 1 1.

A.
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1 recover $26.6 million from these customers - over 6.5 times the cost of providing

2 distribution service to them. These charges are way out of line, and are well above

3 what utilities typically charge high-voltage customers for distribution service .

4 Q. What do you recommend with respect to the distribution charges for the

5 Large, Light and Power class?

6 A. The distribution charges for the Large, Light and Power customers should

7 be dramatically reduced to better reflect the actual cost to provide this service. I

8 will make a specific recommendation in this regard in the rate spread portion of

my testimony which follows in Section V.

10 v. Rate Spread

11 Q.. What general guidelines should be employed in spreading any change in

12 rates?

13 A In determining rate spread, or revenue apportionment, it is important to

14 align rates with cost causation, to the greatest extent practicable. Properly aligning

15 rates with the costs caused by each customer group is essential for ensuring

16 fairness, as it minimizes cross subsidies among customers. It also sends proper

17 price signals, which improves efficiency in resource utilization.

18 At the same time, it can be appropriate to mitigate the impact of moving

19 immediately to cost-based rates for customer groups that would experience

20 significant rate increases from doing so. This principle: of ratemaking is known as

21 "gradualism." When employing this principle, it is important to adopt a long-term

22 strategy of moving in the direction of cost causation, and to avoid schemes that

23 result in permanent cross-subsidies from other customers.
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1 Q- What rate spread has TEP recommended for its Cost-of-Service

2 Methodology?

3 TEP's proposed rate spread is shown in Table KCH-2, below. This table

4 shows TEP's recommended rate spread both with and without the Company's

5 proposed TCR.AC. In both cases, the rate changes are measured from the baseline

6 that includes the Fixed CTC and DSM-related revenues in current rates.

7 Table KCH-2

TEP's Proposed Rate Spread
Cost-of-Service Methodology

8

9
10

11

12

13

14

15

16

Customer Class Base Rate Increased
$000 %

Increase w/ TCRAC7
$000 %

Residential
General Service
LL&P
Mines
Lighting
Public Authorities

$34,862
$20,843
$5,057
$ 0
$ 130
$2,199

9.90%
6.92%
7.46%
0.00%8
2.36%
13,55%

$83,638
$62,677
$17,035
$11,674
s 648
$ 5,042

23.75%
20.81%
25.14%
26.70%
11.72%
31 .06%

17
18

19

20

21
22

23

24

Total Retail $63,091 8.02% $180,714 22.98%

Q- What are your recommendations concerning rate spread"

25 Let me start with the Company's TCRAC proposal. As I discussed above,

26 I recommend that the TCRAC proposal be rejected. However, if some portion of

27 the TCRAC is adopted then it should be spread to customer classes on an equal

28 percentage of bill rider applied to all retail customers.

6 Source: TEP Schedule H-1
7 Source: TEP Schedule H-1 TRCAC
8 See previous discussion on Mines class in Section IV.C of this testimony.

A.

A.
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1 Turning to base rates, there is strong evidence in this proceeding that base

2 rates should be reduced from their current levels, consequently, I do not expect

3 the 8.02% base rate increase proposed by TEP to prevail. Therefore, my rate

4 spread recommendation with respect to base rates addresses how best to

5 implement any reductions from the $63 million base rate increase being requested

6 by TEP.

7 Q- Please proceed.

8 I recommend that the first $30 million of any reductions ordered by the

Commission relative to the $63 million base rate increase being proposed by TEP

10 should be apportioned as follows: (1) $20 million reduction to the General Service

class in recognition that this class is over-recovering costs under current rates, and

12 (2) $10 million reduction to Large, Light & Power to be effected through a

13 reduction in the unbundled distribution charge to these customers to bring these

14 charges closer to distribution cost-of-service. If the Commission orders less than a

15 $30 million reduction from the $63 million increase requested by TEP, then the

16 dollar reduction should be apportioned between General Service and Large, Light

17 & Power in this same 2:1 ratio.

18 If the Commission orders a rate reduction that is greater than $30 million

19 (relative to the $63 million base rate increase being proposed by TEP) then l

20 recommend that the incremental reduction be apportioned to each customer class

21 on an equal percentage basis (except Mines, which are presumed to be served

22 under special contracts). In the case of Large, Light & Power, the reduction

23

A.
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1 Q. Can you provide a simple example of how this rate spread approach would

2 work?

3 A. Yes. I have prepared an example in Schedule KCH-10 that assumes the

4 Commission reduces TEP's $63 million base rate increase by $63 million -

5 effectively holding overall revenues constant.

6 In this example, the first 830 million of the reduction is apportioned

7 between General Service and Large, Light & Power as described above. The

8 remaining $33 million reduction is apportioned to each customer class (except

Mines) on an equal percentage basis. Thus, each customer class (except Mines)

10 would experience a 4.46 percent revenue reduction in addition to any reduction

awarded as part of the first $30 million reduction.

12 Q. What do you recommend if base rates are increased in an amount greater

13 than the $63 million requested by TEP?

14 A While I do not believe this scenario is likely, it is technically possible as

15 TEP has not yet updated the fuel and purchased power portion of its revenue

16 requirement. If the Commission approves a base rate increase that is greater than

17 $63 million, then I recommend that any incremental increase above $63 million

18 should be apportioned to General Service and Large, Light & Power such that the

19 incremental percentage rate increase to these classes is 50 percent of the overall

20 retail percentage increase. This apportionment is in recognition of the cost-of-

21 service issues discussed above.
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1 VI. Rate Design

2 Q. What is your overall assessment of TEP's proposed rate design?

3 I support TEP's overall move toward time-of-use ("TOU") rates. TOU

4 rates improve price signals to customers. At the same time, there are serious

5 problems with TEP's proposed rate design for non-residential customers: namely,

6 TEP is placing far too much of its cost recovery in energy charges and not enough

7 in demand charges. The result is to create an unfair burden on higher~1oad-factor

8 customers. I also believe that TEP's tariff is lacking in that it does not provide an

option for interruptible rates. Interruptible rates provide a valuable tool for

10 utilities in meeting system demand and can be a valuable pricing option to

customers as well. Finally, I believe that TEP's proposal for inverted block rates

12 for small General Service customers is misguided and should be rejected.

13 Q. Please proceed. Why do you support TEP's move toward greater

14 applicability of TOU rates?

Energy costs vary across the hours of the day, with the most expensive

16 hours typically occurring from the afternoon to the evening in summer. Designing

17 the energy price to end-use customers to reflect variations in energy costs sends

18 the proper signal to customers regarding the relative cost to operate the system

19 during the peak, shoulder, and off-peak hours. Customers would then use this

20 pricing information to alter their discretionary patterns of usage, increasing

2] efficiency and lowering the overall cost of energy to the system.

22 Q. Are there other reasons besides economic efficiency to make TOU rates more

23 widely available to customers?

15

A.

A.

25



4

1 Yes. In addition to providing these customers with an incentive to better

2 respond to price signals, TOU rates will ensure that these customers pay rates that

3 are more closely aligned with the costs they cause. Basic fairness dictates that

4 customers whose patterns of energy consumption are less expensive to serve

5 because of their load pattern should see that lower cost reflected in their bills.

6 Q- Does the Energy Policy Act of 2005 require utilities to expand the availability

7 of TOU rates?

8 Yes. Section 1252 of the Act contains a passage that states as follows:

9

10

11

12

13

14

15

16

17

18

19

Not later than 18 months after the date of the enactment of this paragraph,
each electric utility shall offer each of its customer classes, and provide
individual customers upon customer request, a time-based rate schedule
under which the rate charged by the electric utility varies during different
time periods and reflects the variance, if any, in the utility's costs of
generating and purchasing electricity at the wholesale level. The time-
based rate schedule shall enable the electric consumer to manage energy
use and cost through advanced metering and communications technology.9

The increased application of TOU rates in TEP's service territory helps to

20 address these requirements.

21 Q. Turning now to the issue of TEP's demand and energy charges, please

22 explain your concerns.

23 Demand-related costs are those costs that are incurred by a utility to meet

24 customer peak, customer-class-peak and/or system peak requirements. All but the

25 smallest of non-residential customers are billed both for the demand they require

26 (maximum load in the billing cycle) and the energy they consume (kilowatt-hours

27 of consumption).

26
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1 TEP's proposed rate design is severely skewed toward energy charges and

2 away from demand charges. For example, TEP is proposing to recover a

3 significant portion of its distribution costs through energy charges. For customers

4 who are billed on a demand-basis, this design is entirely inappropriate.

5 Distribution costs are customer-related and demand-related -. they are not energy-

6 related, There is a strong consensus on this point. For example, in discussing

7 distribution cost of service, the NARUC Cost Allocation Manual states: "_ .. [A]ll

8 costs of service can be identified as energy-related, demand-related, or customer-

related. Because there is no energy component of distribution-related costs, we

10 need to consider onlv the demand and customer components." 10 [Emphasis

11 added]

12 Q. From a customer's perspective, why should it matter if TEP proposes a rate

13 design that does not fully recover its demand-related costs through demand-

14 related charges?

15 If a utility proposes demand-related charges that are below the cost of

16 demand, it is going to seek to recover its class revenue requirement by over-

17 recovering its costs in another area, most typically through levying an energy

18 charge that is above unit energy costs, which is the case here. For a given rate

19 schedule, when demand-related charges are set below demand-related cost, and

20 the energy charges are set above energy cost, those customers with relatively-

9 Energy Policy Act of 2005, Sec. 1252. I note that this section also requires state regulatory authorities to
conduct an investigation and issue a decision as to whether it is appropriate to implement these and other
standards in the Act.
10 NARUC Electric Utility Cost Allocation Manual, January 1992, p. 89.
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l higher load factors are forced to subsidize the costs of the lower-load-factor

2 customers within the rate class.

3 Q- Why is it important for rate design to be representative of underlying cost

4 causation?

5 Aligning rate design with underlying cost causation improves efficiency

6 because it sends proper price signals. For example, setting demand-related

7 charges below the cost of demand understates the economic cost of demand-

8 related assets, which in tum distorts consumption decisions, and calls forth a

9 greater level of investment in fixed assets than is economically desirable.

10 At the same time, aligning rate design with underlying cost causation is

11 important for ensuring equity among customers, because properly aligning

12 charges with costs minimizes cross-subsidies among customers. As I stated above,

13 if demand costs are understated in utility rates, the costs aremade up elsewhere

14 typically in energy rates. When this happens, higher-load-factor customers (who

15 use fixed assets relatively efficiently through relatively constant energy usage) are

16 forced to pay the demand-related costs of lower-load-factor customers through the

17 energy charge. This amounts to a cross~subsidy that is fundamentally inequitable.

18 Q, What do you recommend with respect to the rate design of TEP's

19 distribution charges?

20 For each demand-billed rate schedule, TEP should be ordered to

21 reformulate the distribution charge such that 100 percent of the distribution rate is

22 recovered either in the customer charge or the demand charge -. with none of the

23 recovery occurring in an energy charge. FuNner, in so doing, none of the energy

28
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1 charges removed from the distribution rate should be shifted to other unbundled

2 components.

3 Q. Do you have any additional comments with respect to TEP's treatment of

4 demand and energy charges?

5 Yes. My criticism of TEP's skewing of its rate design toward energy is

6 also applicable to TEP's proposed transmission and generation rates. My

7 recommendation with respect to transmission rate design was discussed in Section

8 IV.B, above. In the case of generation rates, TEP proposes M demand charge to

9 recover costs associated with generation capacity, and instead proposes to recover

10 all of its generation~related costs through energy charges. While recovery of costs

through an energy charge is entirely appropriate for fuel and purchased power

12 costs, it is not appropriate for capacity or demand-related costs.

13 Q. What portion of TEP's generation cost that is unrelated to fuel and

14 purchased power should be recovered in a demand charge?

15 Arguably, gall of TEP's generation cost that is unrelated to fuel and

16 purchased power costs should be recovered through a demand charge from those

17 customers who are demand-billed. At a minimum, for rate schedules that are

18 demand-billed, 55 percent of TEP's generation cost that is unrelated to fuel and

19 purchased power should be recovered through a demand charge (and removed

Z0 from the energy charge). This percentage represents the portion of TEP's

21 generation-related demand expense that TEP allocates on a coincident-peak basis

ZN in its cost-of~service study.

A.

A.
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l What do you recommend with respect to the rate design of TEP's generation

2 charges?

3 For each demand-billed rate schedule, TEP should be ordered to

4 reformulate the generation charge such that at least 55 percent cf the generation

5 rate unrelated to fuel and purchased power is recovered in the demand charge.

6 Further, in so doing, none of the energy charges removed from the generation rate

7 should be shifted to other unbundled components.

8 Q- Turning now to the issue of interruptible rates, what recommendation do you

make to the Commission?

10 In my opinion, TEP's tariff is lacking in that it does not provide an

11 interruptible rate schedule option. A well-designed program that offers an

12 interruptible rate schedule can allow the utility to meet its peaking needs and/or

13 operating reserve requirements in a manner that provides benefits to participating

14 and non-participating customers by reducing the overall cost of capacity to the

15 utility. Customers choosing interruptible service should receive a credit based on

16 the value of the capacity expense they allow the utility to avoid. The credit would

17 be commensurate with the terms under which the customer agrees to be

18 interrupted, e.g., length of advance notice required, duration, and frequency. A

19 well-designed program would provide a menu of options that would allow the

20 customer to select from among several combinations of terms.

21 Q- How should an interruptible credit be valued?

22 As I stated, the value of the credit would depend on the terms of

23 interruption. A potential benchmark for measuring interruption value is the $7.00

30
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1 per kW-month market-based capacity charge that TEP is proposing for its Luna

2 Energy Facility.

3 Q. What is your recommendation to the Commission on interruptible rates?

4 TEP should be required to file an interruptible rate schedule that provides

5 a range of options with respect to notice requirements, duration, and frequency,

6 and which provides a credit to participating customers based on the value of the

7 capacity expense the customer allows the utility to avoid. The interruptible rate

8 schedule should be developed after consultation with Staff and interested

stakeholders in a collaborative process.

10 Q. Turning now to the issue of inverted block rates for small General Service

11 customers, what has TEP proposed in that regard?

12 A. TEP has proposed inverted block rates for small General Service

13 customers, i.e., customers taking service on Schedules GS-10 and GS-76N. With

14 inverted block rates, energy charges increase as energy usage increases.

15 Q» What is your assessment of inverted block rates for non-residential

16 customers"

17 Inverted block rates for non-residential customers is a misguided notion

18 and entirely inappropriate. This proposal should be rejected.

19 Please explain.

20 The premise behind inverted block rates is that it is important to send a

21 price signal to customers that increasing energy usage is costly to the utility

22 system. This concept is then paired with the notion that there is a critical

23 minimum amount of electric power that is necessary to meet basic needs. The rate

A.

A
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1 design that results from combining these ideas is one in which the initial pricing

2 block (corresponding to the first energy used in the billing period) is priced at a

3 relatively low rate, whereas energy consumption above this amount is priced at

4 higher rates. For small General Service customers, TEP proposes three

5 progressively-increasing pricing blocks.

6 The notion of a critical minimum or a "lifeline" amount of electric power

7 (that is priced at a lower rate) is grounded in a value judgment about what portion

8 of electric power consumption for a residential customer is for "necessities" (e.g.,

9 lighting) and what portion constitutes discretionary or even luxury usage (e.g.,

10 heating a hot tub) . As varied as households may be, they are more homogeneous

11 than businesses, and I believe it is reasonable to establish prices for residential

12 customers that distinguish between "lifeline" power consumption and

13 discretionary or luxury usage. Consequently, inverted block rates are appropriate

14 for residential customers.

15 However, the notion of "lifeline" rates does not translate to non-residential

16 customers. The relative differences in electricity usage among commercial (and

17 industrial customers) are driven largely by the differing requirements of their

18 respective businesses, as opposed to individual consumption preferences. A

19 grocery store might be pursuing vigorous energy efficiency measures, but still be

20 consuming ten times the electric power of a gas station, due to the nature of the

2] business. It is not reasonable to artificially reduce the energy rates paid by the gas

22 station below the average cost to serve it, and then transfer the burden of meeting

23 the revenue shortfall to the energy rate paid by the grocery store in order to send a

32



1 stronger conservation price signal to the grocer. Such a pricing scheme just

2 creates a new subsidy in which the larger customers on the rate schedule pay for

3 the energy costs of the smaller customers on the rate schedule ,-- without regard to

4 the energy efficiency practices of either.

5 What is your recommendation to the Commission on this issue?

6 Inverted block rates for non-residential customers are entirely

7 inappropriate and should be rejected. The energy charges for small General

8 Service customers should be allowed to vary by season and TOU, but should not

9 vary by monthly consumption levels

10

11 Does this conclude your direct testimony with respect to rate design?

12 A. Yes, it does.

A.
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vì

CJ
E
8.
2

CD
E
E
E

'E fr
9='188*-13cm
4 0
3°-~a~.s
< 4
. J

I*
88 3€9884338238-
UA." m
===-a

(q Q c e ex l\ vsof Q qs
I..

3 n: E
no 6

-I 3 8
hi  O _;
8 A.
< °8
..:

E
98
-*3
w e

es
. .1

.J ca
8 u '8 8 8

Ru .a we N
Ia > r: Ea :QZ M 3 ea 6 6
3 8 Q vs vs

4 485an ._
p a :492gm

cI~r--ov0--on
=\5r~ir~-\¢°c:c\\.c>m\n\nnE T f*'lf'1¢\p-1
°*~.:»
Q

WF* Q pp l" in 'Ct'u o ~:r m Q 'u_ Ur;Q*
m m f*l

"1of

4 4 0 9
E2'&£ ==»6¢-» uI0¢

M Sm;=a'5"'Qu;

.1 La
Q g 5La .-
z m
Lv-I no 313 in

- c
=s
E4

Q

u
4 /\ N ~o m m Q

wem N o o Ra
n'

31:
o

u-4
1-4
" -1
Q
l *
we

we
N
m
1-44 4§u'5888

»-1 O "l\Q¢=a>86f'=g
g m G U N

x~ N v Q N v-0 ml` m
4 8 § ' § a § . § £ ;8 o § e 2Q ;  g ago: Q Q QQ so
z z § § > N N
Isl H Q "'
Q in

'-*/a

E388u r n

\-I
of
=>.1-1

»-I§5;8
4538z»=:'".
I-'49324

1-4
=z
ca
as

cu

mL-ea
D -
8
D-
. x»..

g
Hbe
wIa
Q

we
l"-l
m
ca
1-1
9
c a
h e

3
E-\°
M aQ,.1~°
v:Qm
=== <4g .

'Jr~n--nmoowS e o oo rn m ln
qom_~q--n*

Z m nm m v mwv w w v b w
t 4 - 1

,..,f'>
cm
Ra
no

; 4 :5
war

ea¢.»a
41

»-I
<
I-°
Z
Ill
Ew
Li
z

M
r-
Q
f lm
Q
\ D

Q
m

..:
s
[-'
z
to
e
w
bl
as

be
w
no
D
ea

3
- c
g
:  : -
o  o8 ~4-»
asg M
= =
< -3
E 8
u  8
= <.8 in
.2 m
§  u
5 Q..
'Q U

be'G n
m
D

we

<
H
<
Q
H
Z
<
E
E
M
Ia
F
to
Q
u
E
.2
d
no
m
vo
<
.1
U

z
2
m
52
E
cm

8P-'
Mo
ts-
mMOP'0<
Nz.
Z
9
E-'<UO
. J
»J<
n..U

~:z Z Z Z Z Z

¢£- QQQQQ
J c J W O O O O O».J<E-'94¢48494IZ
< __Qo.n-n..n.n.

Q Q Q D Q

ea
_u

E
ea
w
BE
o

38
o
U
Q.
Ra
I-*

°8

42
m
=Q
E
E
oOca
m
u
U
m
<

.J 8 x< c e
E* q QQ c ¢I- Q o

1- 4
4 )
+4
e s

' U
CL-

D
'un i

f-i-T c5 <19
Q W of In m r~1 Lr Q

-4 vof

onin \D
< 9 38 53, in

n in v Hz
E-* - Q *| "" 3

3 °" -gm In» Qm - Qin r mox

/"\
u4-v
cs
~o
D.

13f

" -
l""J

"2
l*1

4-0
Vu
4)

4-9
vo
9 )

E
E

vo
I-o
Q.asQ..:¢L-
g
non
vov
Q

U'ea
z
fsEu
Q
Q
O
Q
2

vo
. c <u U.in

E

:
c'
I a

no
£3
es
Q
Q
o
Q
8

ea
4-»
as

co
GJ'

_:J

E
ea

m
H-n
D

g o5 5
a l a

u

uAg E
-5 >

'U'U :  8
n 4- 0

-- .8' -u Q
q )I-i r: 1...

ea
w
:
o
a.
3
z
g,
Ra
P*

Q.. vo
vo

'm

m
:
o
Q-vov
Q:
Q,
La
I-*

*a
o
U
QS
to
i -

8

"" 6
** Ia
3  g
O 8
S <3
<n 5
No. Q..

88~,,zs ;o O
_ : m m
.wr-<4-< Q n

i so n
u ea

°é8°>.
° ~ - g r

:
.. '25

Z "' 2
e -

E.§8° 'E-*_ _
2 3 » 5 0 3 :

Q E - r n ¢ M v : m i -

U
w
as

a..
u

3" E
c u »-n ea: Q. _.
an: Q. 3

W
a;uI...
o
in

E
' c

asRx

E;Qes e
>.

»:= E"a
o 8
'E 'é 'Er el

E E1-|-
8 8ea 0Q Q
n o  B e= g

a s  E

n o
c a
1-

o
UD

ea ea
+-» 4-»
44 Ev

f:4 l:4
= :
o o

non a l l !
m vo
i n i n

0 0 -

E E
m m
: =
CQ on
s.. L..

I - i -

<SI,_,N,_]Z

2

as:J
s. .
:
o
co
8
c u

Q

v .
.= <>l~. v vo W l~ ea o~Z

84-»8
Q

.g ¢1= v-4

..I z " -'

avuas
Q

N inn-4 v-4



$4,062,961

$26,594,516

$22,531,555

Exhibit KCH-9
Page 1 of l

Large Light and Power (LLP)

Distribution Cost of Service

vs. TEP Proposed Distribution Revenues

TEP LLP Demand-Related Distribution Cost of Service

Total Rate Base
Claimed Rate of Return (ROR)
Return Required at Claimed ROR

Total Revenue Required at Claimed ROR

(Before application any revenue credits)

Data Source: TEP Class Cost of Service Study Workpapers

Line

_P
1
2
3

4

LARGE LIGHT
& POW ER

$8,892,658
8.35%

$742,634

J

TEP Proposed LLP Distribution Deliverv Revenue

Adjusted
Booked Billing
Determinants

Proposed
Rate

Proposed
Revenue

Line

M
5
6
7

8

1,323,916
1,300,999

$8.00
$2.66

$10,591,328
$3,465,861

63,909,719
208,213,207
58,804,508

$0.020925
$0.008425
$0.011245

$1,337,330
$1,754,259

$661,274

10
11
12
13
14
15

16

UNBUNDLED SERVICE LLP-14 (NEW TOU LLP-90N)
Delivery Charge (kW)

On-peak
Off-peak

Delivery Charge (kph)
Summer
on-peak
off-peak
shoulder-peak
Winter
on-peak
off-peak

Total LLP-14 Delivery.Charge Revenue

100,230,648
182,939,210

$0.016955
$0.004455

$1,699,441
$815,049

$20,324,543

17
18
19

82,255
83,087

$8.00
$2.66

$658,040
$221,344

20
21
Hz
23
24
25
26
27

5,084,947
21,333,365
5,113,873

$0.020925
$0.008425
$0.011245

$106,404
$179,740
$57,507

10,062,643
20,933,777

$0.016955
$0.004455

28

UNBUNDLED SERVICE LLP~90A (NEW TOU LLP-90N)
Delivery Charge (kW)

On-peak
Off-peak

Delivery Charge (kph)
Summer
on-peak
off-peak
shoulder-peak
Winter
on-peak
off-peak

Total LLP~90A Delivery Charge Revenue

$170,615
$93,266

$1,486,916

29
30
31

280,772
283,713

$8.00
$2.66

$2,246,176
$755,811

32
33
34
35
36
37
38
39

16,784,212
64,861,794
16,713,742

$0.020925
$0.008425
$0.011245

$351,215
$546,480
$187,951

26,993,753
53,360,417

$0.016955
$0.00445S

40

UNBUNDLED SERVICE LLP-90F (NEW TOU LLP-90N)
Delivery Charge (kW)

On-peak
Off-peak

Delivery Charge (kph)
Summer
on-peak
off-peak
shoulder-peak
Winter
on-peak
off-peak

Total LLP~90F Delivery Charge Revenue

$457,687
$237,737

$4,783,057

4] Total Large Light & Power Delivery Charge Revenue

Data Source: TEP Rate Design Workpapers

42 Distribution Delivery Charge Revenues Above Distribution Cost of Service
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1 DIRECT TESTIMONY OF KEVIN c. HIGGINS

2

3 1. Introduction

4 Q- Please state your name and business address.

5 Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah,

6 84111.

7 Q. By whom are you employed and in what capacity?

8 I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies

9 is a private consulting firm specializing in economic and policy analysis

10 applicable to energy production, transportation, and consumption.

11 Q. Are you the same Kevin C. Higgins who has previously provided direct

12 testimony in this proceeding on behalf of Phelps Dodge Mining Company

13 and Arizonans for Electric Choice and Competition?

14 Yes, I am.

15 Q- What is the purpose of your direct testimony with respect to the Settlement

16 Agreement submitted to the Commission in this docket?

17 I am testifying in support of the Settlement Agreement submitted to the

18 Commission in this proceeding. To distinguish this agreement from previous

77

19 agreements I will refer to it as the "2008 Settlement Agreement.

20 Q. Were you personally involved in the negotiations that resulted in the 2008

21 Settlement Agreement?

22 Yes, I participated in the negotiations on behalf of Phelps Dodge and

23

A.

A.

A.

A.

A.

AECC (collectively referred to herein as "AECC").
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l Q. What is your recommendation to the Commission with respect to the 2008
a

i

3
i

i

82 Settlement Agreement?

3 I recommend that the 2008 Settlement Agreement be approved by the

8
I

i

E
I

*

4

i
Y

s

4 Commission. In my opinion, the 2008 Settlement Agreement produces just and

5 reasonable rates and is in the public interest.

6 I recommend that new rates go into effect January 1, 2009. I further

7 recommend that the greater of $32.5 million or 50 percent of the True-Up

8 Revenues be credited to customers in the PPFAC balancing account and that TEP

9 be allowed to retain the remainder of the True-Up Revenues as part of the fair

10 resolution of the issues outstanding in this proceeding.

11 Finally, I do not support Staffs Request for a Procedural Order ("Staff's

12 Request") dated June 6, 2008, which implies that the rate increase proposed in the

13 2008 Settlement Agreement would have an impact on the special contracts

14 approved by the Commission in Decision No. 65207 and Decision No. 69873.

15 The 2008 Settlement Agreement does not state that the Signatories support

16 modifications to the power supply agreements approved by Decision No. 65207

17 and Decision No. 69873. AECC considers Staffs Request to be a unilateral action

18 taken outside the scope of the 2008 Settlement Agreement. For the reasons

19

A.

explained in my testimony, AECC recommends that Staff' s Request be denied.



4

1 Overall Agreement

2 Q- Please provide a general overview as to why you believe the 2008 Settlement

3 Agreement is in the public interest and should be adopted.

4 The 2008 Settlement Agreement establishes new base rates for TEP that

5 are 6.0 percent higher than current base rates inclusive of the Fixed CTC (but

6 excluding DSM-related revenues in current rates). These new proposed rates were

7 derived using conventional cost-of-sewice principles, as such, the agreement

8 resolves the major dispute between TEP and other parties as to the appropriate

9 basis - market or cost .- for establishing Standard Offer generation rates for the

10 period beginning January 1, 2009. The resolution of this issue is a significant

11 event, as the "market versus cost" dispute had already been the subject of a fully-

12 litigated docket before the Commission in Docket No. E-01933A-05-0650.

13 Moreover, as the "market versus cost" dispute had not been resolved by the

14 Commission in that prior docket, the dispute had been carried forward into this

15 proceeding, and had the potential for continuing beyond this proceeding to the

16 courts. Resolving this issue through negotiation is a significant achievement.

17 The 2008 Settlement Agreement also provides for base rate stability over

18 the next four years, as under the terms of the agreement, the new base rates

19 negotiated in the agreement are to remain essentially fixed until January l, 2013.

20 Taken together with the rate cap in place from 1999 until the end of 2008, the

21 2008 Settlement Agreement will extend a remarkable period of rate stability for

22 TEP customers spanning over thirteen years.

A.

3



1 The 2008 Settlement Agreement also calls for the establishment of a

2 Purchased Power and Fuel Adjustment Clause ("PPFAC") that is similar to the

3 mechanism in place for Arizona Public Service Company. This charge would not

4 be levied on low-income residential customers, nor would it apply to direct access

5 service (as direct access customers would receive their generation service from

6 suppliers other than TEP).

7 In addition, the 2008 Settlement Agreement resolves in an equitable and

8 reasonable manner numerous rate spread and rate design issues that are typical of

9 any rate proceeding. The 6.0 percent revenue increase is to be effected through a

10 6.1 percent increase on all rate schedules except low-income residential

customers, who shall receive no rate increase at all. This approach produces a

12 particularly favorable result for residential customers relative to cost-of-service.

13 The rate design for non-residential customers properly aligns energy-

14 related costs with energy charges and demand-related costs with demand charges,

15 minimizing cross-subsidies among non-residential customers on the same rate

16 schedules. Further, the 2008 Settlement Agreement provides for optional time-of-

17 use ("TOU") rates for both residential and non-residential customers, giving

18 customers the opportunity to be more responsive to price signals.

19 The rate design also provides for fully unbundled rates that can

20 accommodate direct access service, consistent with the requirements of the

21 Commission's Electric Competition Rules. As indicated in Paragraph 12.1 of the

22 agreement, the Signatories have agreed that if the Commission desires to address

23 the issue of exclusivity of certificates of convenience and necessity ("CC8cN"),

4
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4

)

l then a generic docket is the appropriate means to do so. No change to TEP's

2 CC&N is proposed in the 2008 Settlement Agreement.

3 TEP has also committed to work with Staff and interested stakeholders to

4 develop a new partial requirements rate schedule, a new interruptible rate

5 schedule, and a new demand response rate schedule. These new rate schedules

6 would be filed within 90 days of the effective date of the Commission's approval

7 of the 2008 Settlement Agreement.

8 The 2008 Settlement Agreement also establishes a Demand-Side

9 Management ("DSM") Adjustor mechanism. The initial DSM Adjustor charge of

10 96.000639 would be levied on all retail rate schedules.

11 Taken as a whole, the 2008 Settlement Agreement provides wide-ranging

12 resolution to most of the issues being contested in this proceeding. I strongly

13 recommend its adoption by the Commission.

14

15 Revenue Requirement

16 Q- In your direct testimony filed February 29, 2008, you recommended that

17 TEP receive a revenue requirement reduction of at least $3.5 million relative

18 to current rates, inclusive of DSM and Fixed CTC. Please explain why a 6

19 percent overall increase is justified in light of your original recommendation.

20 In its Application, TEP requested a revenue increase of $180.7 million

21 over current rates (inclusive of Fixed CTC and DSM) under its Cost-of-Service

22 Methodology scenario. TEP's proposal included a Termination Cost Regulatory

23 Asset Charge, and would have increased overall rates 23 percent over current

A.

5

i

3
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1 rates. In my direct testimony filed February 29, 2008, I recommended five

2 adjustments totaling $184.2 million that would have resulted in a $3.5 million

3 decrease relative to current revenues.

4 The 2008 Settlement Agreement provides for a $47.1 million increase

5 over current revenues, which corresponds to a 6 percent overall rate increase. This

6 increase is justified in light of my original recommendation for the following

7 reasons :

8 (1) The $47.1 million increase recommended in the 2008 Settlement

9 Agreement is the product of negotiation and compromise, an inherent feature of

10 any settlement agreement. To reach agreement to provide a package that is in the

11 public interest, patties must yield on some of their original positions, even if those

12 positions can be defended on a stand alone basis.

13 (2) My direct testimony recommended a $24.0 million adjustment to base

14 rates to credit customers for 100 percent of the margins from short-tem1 sales.

15 While my recommended adjustment is not included in the base rates established

16 in the settlement agreement, the settlement agreement does provide that customers

17 are credited for 100 percent of the margins from short-term sales as part of the

18 proposed PPFAC. Thus, my concern regarding the proper treatment of the

19 margins from short-term sales is fully addressed in the agreement .-- it is just

20 addressed via the PPFAC rather than in base rates. Adj musting for this

21 consideration, the revenue increase of $47.1 million recommended in the 2008

22 Settlement Agreement is just $26.6 million greater than I recommended in my

Q

r

6
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1 direct testimony.l At the same time, it is $137.1 million less than TEP had

2 recommended in its Cost-of-Service tiling in this docket.

3 (3) The 2008 Settlement Agreement provides a package of results, of

4 which the proposed revenue increase is one component. As described in the

5 overview above, this package includes favorable resolution of the "market versus

6 cost" dispute, a base rate freeze until January 1, 2013, resolution of rate spread

7 issues, improvements to rate design, increased availability of TOU options for

8 customers, and a commitment to develop new partial requirements, interruptible,

9 and demand response rate schedules. Viewed as a whole, the benefits of the

10 settlement package fully justify the compromise on revenue requirement that I am

11 making in reaching agreement with TEP and the other Signatories.

12

13 Start of the Rate Effective Period and True-Up Revenues

14 Q- Section 15.1 of the 2008 Settlement Agreement states that certain issues

15 pertaining to the Fixed CTC True-Up Revenues remain unresolved, and that

16 the Signatories would present their positions with respect to when TEP's new

17 rates may go into effect and how TEP's Fixed CTC True-Up Revenues

18 should be calculated and treated. What is your recommendation on these two

19 points?

20 I recommend that new rates go into effect January 1, 2009. I further

21 recommend that the greater of $32.5 million or 50 percent of the True-Up

Revenues be credited to customers in the PPFAC balancing account and that TEP

A.

$47.1 million - $(3.5 million) + $24.0 million : $26.6 million



1 be allowed to retain the remainder of the True-Up Revenues as part of the fair

2 resolution of the issues outstanding in this proceeding.

3 Q- Please explain your recommendation concerning the start of the rate effective

4 period.

5 I believe that January 1, 2009 is the most appropriate date for new rates to

6 go into effect, as it corresponds to the expiration of the rate cap established in the

7 1999 Settlement Agreement, which extended until December 31 , 2008.

8 Q. Please explain your recommendation concerning the treatment of True-Up

9 Revenues.

10 I am very familiar with the origins of the True-Up Revenues. They derive

11 from a provision in the 1999 Settlement Agreement that requires rates to be

12 reduced by the amount of the Fixed CTC at such time that $450 million in

13 stranded cost is recovered. I was closely involved in negotiating that provision on

14 behalf of AECC.

15 In Decision No. 69568, the Commission modified this requirement of the

16 1999 Settlement Agreement, and determined that rates would not be reduced by

17 the amount of the Fixed CTC when $450 million in stranded cost was recovered.

18 Instead, the Decision provided that TEP customers should be protected by

19 providing for a mechanism to refund or credit the revenues, plus interest, that will

20 continue to be collected by the modified treatment of the Fixed CTC, until new

21 rates are approved. These revenues are the True-Up Revenues. In its direct filing,

A.

A.

8



1 TEP estimated that approximately $66 million of True-Up Revenues will be

2 collected between May 2008 and December 31, 2008.2

3 The 2008 Settlement Agreement resolves the "market versus cost" dispute

4 in favor of the positions taken by Staff, RUCO, and AECC. It has been AECC's

5 position, as expressed in my direct testimony filed previously in this case, that

6 AECC would be willing to accept a resolution in which True-Up Revenues were

7 retained by TEP under the Cost-of-Service Methodology, if, and only this

8 concession were accompanied by TEP's withdrawal of all claims that the

9 Company would be harmed by setting rates at cost-of-service. The 2008

10 Settlement Agreement results in such a withdrawal of claims. Therefore, I believe

11 that in the context of the overall settlement, a result that splits the True-Up

12 Revenues between customers and the Company is reasonable. For this reason, I

13 am recommending that the greater of $32.5 million or 50 percent of the True-Up

14 Revenues be credited to customers and that TEP be allowed to retain the

15 remainder of the True-Up Revenues as part of the fair resolution of the issues

16 outstanding in this proceeding. The crediting of the customer share of the True-

17 Up revenues to the PPFAC balancing account is the same recommendation I made

18 on page 42 of my direct testimony filed on February 29, 2008.

19 It is useful to bear in mind that when the Fixed CTC was established in

20 1999, it was not a new cost that was added to TEP's existing rates, but a "carve-

21 out" of then-existing rates which was designated for Fixed CTC recovery. Thus,

22 when the Fixed CTC expires, removing this charge would not remove something

2 Direct testimony of Kentton C. Grant, p. 11, line 23 - p. 12, line 1.

9



1 that was "added on" to rates, but rather removal would strip out a pre-existing

2 portion of rates. In the context of the 1999 Settlement Agreement, in which it was

3 anticipated that many customers would be shopping in competitive markets, it

4 was reasonable to expect that the Fixed CTC charge would be extinguished when

5 it had served its purpose of collecting $450 million in stranded cost. However, in

6 the context of the 2008 Settlement Agreement, in which the Signatories believe

7 that a revenue requirement increase over current rates (inclusive of the Fixed

8 CTC) is just and reasonable going forward, and in which the "market versus cost"

9 dispute is resolved in favor of customers, a sharing of the True-Up Revenues

10 between the Company and customers is an appropriate outcome.

11

12 Response to Staff Request for Procedural Order Dated June 6, 2008

13 Q. Do you have any comments with respect to Staff's Request for a Procedural

14 Order dated June 6, 2008?

15 Yes. Staff" s Request states that the Settlement Agreement provides for an

16 approximate six percent rate increase across all rate schedules with the exception

17 of the life line rates. Staff" s Request then goes on to state: "Such an increase

18 would have an impact on the power supply agreements approved by Decision No.

19 65207 and Decision No. 69873."

20 Without addressing the legal aspects of Staff' s Request, I do not support

21 Staff' s Request as a matter of ratemaking policy nor do I believe that Staff' s

A.

Request is called for by the 2008 Settlement Agreement

i
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1 The 2008 Settlement Agreement does appoltion a share of TEP's revenue

2 increase to special contract customers. This has the effect of reducing the revenue

3 requirement increase for the remaining retail customers. Whether the contracts

4 that TEP has voluntarily entered with its two special contract customers allow for

5 the passing on of such a rate increase is an entirely separate matter. Based on my

6 experience with special contracts generally, it is entirely plausible that TEP's

7 special contracts do not permit TEP to pass through rate increases except as

8 already may be specified in the contract terms. TEP entered those contracts

9 voluntarily, and the Company signed the 2008 Settlement Agreement voluntarily.

10 In short, if the terms of the contracts do not permit TEP to recover the increase

11 negotiated in the 2008 Settlement Agreement, then that fact is a part of the

12 calculation that TEP management had to make in signing the agreement. It is not

13 the business of the Signatories of the 2008 Settlement Agreement to impose new

14 terms on contract customers who fairly negotiated power supply agreements with

15 TEP.

16 Assigning a share of a rate increase to special contract customers .- even

17 when those increases cannot be collected under the terms of the contracts .- is not

18 at all unusual in ratemaking. It is done to prevent remaining customers from

19 paying a share of the increase that would otherwise be attributable to the contract

20 customers. The utility's ability to collect any such increase assigned to special

21 contracts then comes down to the terms in those agreements. If the contract terms

22 do not permit the pass through of a general rate increase, then the utility absorbs

23 the revenue deficiency. On the other hand, if the contract specifies rate increases

11
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1 in its own terms, then those negotiated increases are not quashed by a different

2 increase adopted in the general rate case.

3 The 2008 Settlement Agreement does not state that the Signatories support

4 modifications to the power supply agreements approved by Decision No. 65207

5 and Decision No. 69873. Indeed, AECC would not have supported such a

6 provision.

7 AECC was neither consulted on Staff' s Request nor given advance notice

8 of it. AECC considers Staff" s Request to be a unilateral action taken outside the

9 terms of the 2008 Settlement Agreement. For the reasons described above, I

10 recommend that Staff' s Request be denied.

11 Q, Does this conclude your direct testimony with respect to the 2008 Settlement

12 Agreement?

13 Yes, it does.A.

12
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EXHIBIT

8Do0- l

ARIZONA CORPORATION COMMISSION

TUCSON ELECTRIC POWER COMPANY

DOCKET nos. E-01933A-05-0650 & E-01933A-07-0402

Settlement Testimonv of Dan L. Neidlinger

1

2

3

4

Q- PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

A. My name is Dan L. Neidlinger. My business address is 3020 North 17th Drive, Phoenix,

Arizona. I am President of Neidlinger & Associates, Ltd., a consulting Hun specializing in

utility rate economics.

5

6

7

Q- DID YOU PREV10USLY FILE DIRECT TESTIMONY IN THIS CASE on

BEHALF OF THE DEPARTMENT OF DEFENSE ("DOD")?

8 A. Yes. I filed direct testimony on cost of service, rate design and DSM issues.

9

10 Q- WHAT IS THE PURPOSE OF THIS TESTIMONY?

11

12

13

14

A. The purpose of this testimony is provide support for the Settlement Agreement

("Agreement") filed with the Commission on May 29, 2008. The DOD is a signatory to the

Agreement. The Agreement, in my view, provides a reasonable balancing of the interests of both

Tucson Electric Power Company ("TEP" or the "Company") and its customers.

15

16 Q- WHY DID THE DOD DECIDE TO SUPPORT THE AGREEMENT?

1

I'll llll-l
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

A. The across-the-board 6.1% revenue increase provided for in the Agreement is contra to the

results of the class cost of service analyses discussed in detail in my direct testimony. However,

the Agreement incorporates revised rate designs that are consistent with my testimony that called

for increased demand charges and lower energy charges. The rate designs proposed in the

Company's filings would have unfairly penalized customers with high load factors. Fort

Huachuca ("Fort") and Davis Monthan Air Force Base ("DM") are both served under Large

Light & Power Rate Schedule 14 ("LLP-l4"). Under the new LLp-l4 rate, demand charges are

increased by approximately $6.00 per Kilowatt ("KW") from present rate levels and summer and

winter kilowatt-hour ("kwh") charges reduced by $0.013 and 30.019, respectively. These

changes, together with the new optional time-of-use ("TOU"), Rate Schedule LLP-90N ("LLP-

90N"), provide both DOD installations with a strong financial incentive to reduce their power

costs by reducing and/or shifting peak demands. Both of these rate schedules are provided in

Exhibit 8 attached to the Agreement. The potential benefits of these significant rate design

changes outweigh any cost of service deficiencies inherent in the across-the-board revenue

spread.

16

17 Q. IS THE OPTIONAL TOU RATE LLP-90N A COST-BASED RATE?

18

19

20

21

A. Yes, in my opinion, it is. Mandatory TOU rates are not required under the Agreement.

However, the optional LLP-90N rate available to both the Fort and DM is a cost-based rate that

provides large economic incentives to shift load to off-peak periods. Both of these DOD

facilities will give serious consideration to this option.

22

23

24

Q- ARE THERE OTHER PROVISIONS IN THE AGREEMENT WHICH BENEFIT

THE FORT AND DM AS WELL AS THE OTHER CUSTOMERS OF TEP?

25

26

27

28

A. Yes, there are a number of other provisions that are of benefit to all customers. First, rates

will be set based on the cost of service methodology -- the same approach that has been

historically used to set rates for TEP. Upon Commission approval of the Agreement, the

Company will withdraw its proposed hybrid and market methodology filings. Second, the $788

2
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1

2

3

4

5

6

regulatory asset requested by the Company under the cost of service methodology has been

reduced to $14 million. Third, the Agreement provides for a four-year moratorium on increases

in base rates. Base rates shall remain frozen through December 3 l, 2012. Finally, the

Agreement provides for the filing within 90 days of the effective date of the Commission's

approval of the Agreement the filing of new Partial Requirements Service ('PRS") tariffs, an

Interruptible Tariff and a Demand Response Program Tariff.

7

8

9

Q. DID YOU FILE SUPPLEMENTAL DIRECT TESTIMONY IN THIS CASE

REQUESTING CHANGES TO THE CURRENT PRS TARIFFS?

10

11

12

13

A. Yes. My testimony on the PRS issue addressed the economic banters inherent in the

Company's current PRS tariffs to the development of large-scale renewable energy projects.

The Agreement states that the "tariffs will be designed so as to not inhibit the installation of large

solar or other renewable projects"2.

14

15 Q- HOW WILL THESE TARIFFS BE DEVELOPED?

16

17

18

A. The Agreement provides that revised PRS tariffs, new interruptible load and demand

response tariffs will be developed in consultation with ACC Staff and other interested

stakeholders.

19

20

21

22

23

Q- PARAGRAPH 15.1 ON PAGE 18 OF THE AGREEMENT REQUESTS THAT

SIGNATORIES TO THE AGREEMENT STATE THEIR POSITION WITH RESPECT

TO THE EFFECTIVE DATE OF NEW RATES AND THE TREATMENT OF FIXED

CTC TRUE-UP REVENUES. WHAT IS YOUR OPINION ON THESE ISSUES?

24

25

A. Shave no obi section to implementing prior to January l, 2009 the rates appended to this

Agreement. With respect to the over-collection of fixed CTC revenues, recommend that all of

l
2

Supplemental Direct Testimony filed in these Dockets and Docket E-01933A-07-0594
Page 26 of the Agreement

3
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1

2

these revenues be credited to the PPFAC bank account for the benefit of the Colnpany's

customers.

3

4 Q- DOES THIS CONCLUDE YOUR SETTLEMENT TESTIMONY?

5 A. Yes, it does.

4
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ARIZONA CORPORATION COMMISSION

TUCSON ELECTRIC POWER COMPANY

DOCKET nos. E-01933A-05-0650 & E-01933A-07-0402

Direct Testimonv of Dan L. Neidlinger

1

2

3

4

Q. PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

A. My name is Dan L. Neidlinger. My business address is 3020 North 17th Drive,

Phoenix, Arizona. I am President ofNeidlinger & Associates, Ltd., a consulting firm

specializing in utility rate economics.

5

6

7

Q. PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND

EXPERIENCE.

8

9

10

11

12

13

A. A summary of my professional qualifications and experience is included in the

attached Statement of Qualifications (Attachment A). In addition to the Arizona

Corporation Commission ("ACC" or "Commission"), I have presented expert testimony

before regulatory commissions and agencies in Alaska, California, Colorado, Guam,

Idaho, New Mexico, Nevada, Texas, Utah, Wyoming and the Province of Alberta,

Canada.

14

15 Q. ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?

16

17

18

A. I am appearing on behalf of the Department of Defense ("DOD"). The major DOD

installations in Arizona served by Tucson Electric Power Company ("TEP" or the

"Company") are Davis Monthan Air Force Base ("DM") located in Tucson and Fort

1



1

2

Huachuca ("Fort") located in Sierra Vista. Both DOD facilities currently receive service

from TEP under Rate Schedule LLp-l4.

3

4

Q. DID YOU PRESENT TESTIMONY ON BEHALF OF DOD IN TEP'S 05-

0650 PROCEEDING?

5

6

7

8

9

10

A. Yes. The issues presented by TEP in the 05-0650 Docket are again addressed in

this case in more detail. The Company has tiled in this Docket, 07-0402, three sets of A

thru H filing schedules supporting the traditional cost of service ("COS") ratemaking

approach as well as the hybrid ("Hybrid") and market ("Market") methodologies

discussed in the 05-0650 proceeding. I ask that my testimony in that case be

incorporated by reference into the record in this proceeding.

11

12

13

Q. HAVE YOU CHANGED ANY OF YOUR OPINIONS WITH RESPECT TO

THE ISSUES ADDRESSED IN THE 05-0650 CASE?

14

15

A. No, I have not. However, the scope of my testimony in this case is limited to cost of

service and rate design issues.

16

17
18

Q- WHAT IS THE COMBINED ANNUAL ELECTIC USAGE OF THE FORT
AND DM?

19

20

21

A. These military installations are two of the Company's largest customers. Combined

annual electric usage for these DOD facilities is approximately 213,000,000 kilowatt

hours ("kwh").

22

23 Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

24 A. My testimony addresses the following issues:

25

26

1.
2.

The class cost of service study ("CCOSS") supporting the COS filing,
The Company's proposed class revenue allocations,

2
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2

3

3. The proposed time of use ("TOU") rate design, LLP-90N, for current LLP-14
and LLP-90 customers, and

4. The Company's demand-side management ("DSM") proposals.

4

5

6

The DOD facilities that sponsor my testimony seek no subsidy from other customers of

TEP, nor do they wish to subsidize these customers. Their request is straightforward --

implement rates that are based on sound cost of service principles.

7

8

9

10

Q- IN GENERAL, IS YOUR TESTIMONY ON CCOSS, CLASS REVENUE

ALLOCATIONS AND RATE DESIGN ISSUES ALSO APPLICABLE TO THE

HYBRID AND MARKET METHODOLOGY FILINGS?

11 A. Yes.

12

13

14

15

16

17

18

19

20

21

22

23

3



1 I. TESTIMONY SUMMARY

2

3

4

Q- PLEASE SUMMARIZE YOUR FINDINGS AND CONCLUSIONS ON

CCOSS, CLASS REVENUE ALLOCATION, RATE DESIGN AND DSM ISSUES.

5

6

7

8

9

10

11

12

13

14

15

A. The balance in TEP's rate structure has deteriorated since the last rate 14 years ago.

Interclass revenue subsidies have increased since that time and the Company's rate

proposals in this case increase, rather than decrease, these subsidies. For instance, the

Company is seeking a 35% rate increase (52% greater than the overall increase of 23%)

for the Large Light & Power ("LLP") customer class that is currently providing the

highest return on rate base of any class. with respect to rate design, the Company's

proposed TOU rate for industrial customers, Rate LLP-90N, is not properly designed

and provides little incentive to shift load to off-peak periods. Finally, the Company's

proposed DSM program needs to be expanded to provide technical and financial

assistance to commercial and industrial customers in addition to residential customers.

Accordingly, I recommend the following:

CCOSS - The Commission should reject the Company's four-month coincident
peak ("CP") - Average and Peak ("A&P") demand costing method. This
method is technically invalid since it double-counts average demand thereby
allocating a disproportionate share of fixed production and transmission costs to
high load factor customers. Preferable alternative methods are the CP method
or the Average and Excess method ("A&E"). The latter method considers both
energy and class peak demands but does not incorporate the double-counting
flaw inherent in the A&P method

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

CLASS REVENUE ALLOCATION -- The increase to the Residential class
should be at least 150% of the overall increase. At requested revenue levels, this
increase is 34%. Percentage increases to the General Service ("GS") and LLP
classes should be no greater than 50% of the overall increase since these classes
are currently providing approximately $60 million in revenue subsidies to other
classes. At requested revenue levels, this increase is ll.5%. The Mining class
rates should be increased by 19% to achieve unity return on rate base and the
largest percentage increase, 45%, is recommended for the Other Public Authority
("OPA") class. Under all demand costing methods, the OPA class shows
extremely large losses at current rates.

4



1

2

3

LLP-90N RATE DESIGN - To better reflect demand /energy and seasonal cost
differentials, the on-peak summer period demand charge for the proposed LLP-
90N TOU rate should be increased from $8.00 to $14.50 per kilowatt ("KW")
and winter energy charges reduced. The summer/winter ratio of total revenues
under the proposed alterative rate design is 1.66 in contrast to the 1.20 ratio
provided by the Company's rate. The proposed LLP-90N rate does not
adequately reflect the 1.76 summer/winter ratio in TEP's monthly peak demands.

4
5
6
7
8

9
10
11
12
13
14
15
16
17
18

DSM PROGRAMS - The bulk of the revenues collected to fund DSM programs
will be provided by non-residential customers. Accordingly, the scope of the
DSM portfolio should be expanded to include those commercial and industrial
customers that may need both technical and financial assistance in implementing
DSM projects. This funding should be augmented with Utility Energy Service
Contracts that require TEP financing of energy efficiency and renewable energy
projects for large commercial and industrial customers. Finally, better costing
and pricing practices are required to increase the likelihood of achieving
SLlCC€SSfLll outcomes from these programs.

19

20

21

22

23

As discussed in detail in the following pages of testimony, adoption of these

recommendations will provide more realistic approaches for costing and pricing TEP's

electric service thereby reducing interclass subsidies. Moreover, they would provide for

the design of TOU rates which provide for a strong financial incentive to shift demand to

off-peak periods.

24
25

26

27

28

29

30

31

32

33

5



1 II. CCOSS AND CLASS REVENUE ALLOCATION

2

3

4

Q, WHY SHOULD ELECTRIC RATES BE PRIMARILY BASED UPON COST

OF SERVICE?

5

6

7

8

9

10

11

12

A. In a regulated environment, cost of service is the single-most important criterion in

the development of revenues by customer class and the development of rates that will

produce those revenues. If rates are not cost-based, the inevitable results are subsidies

among classes of customer and customers within a class. Although other factors, such as

continuity, simplicity and stability, are valid considerations in the rate design process,

the primary guideline should be cost of service. Rates developed based on cost of

service considerations are equitable because each customer pays its fair share of the

utility's total costs.

13

14

15

Q~ WHAT ARE THE PROBABLE CONSEQUENCES OF SETTING

ELECTRIC RATES PRIMARILY ON NON-COST CONSIDERATIONS?

16

17

18

19

20

21

22

A. In addition to the inequities previously discussed, basing rates on non-cost

considerations can lead to unnecessary departure of large commercial and industrial

customers and, in other instances, uneconomic decision-making with respect to energy

use and energy alternatives. Utilities with tilted rate structures and obsolete rate designs

find themselves scrambling to keep their current commercial and industrial customers on

the system without offering special contract rates that are significantly lower that

standard rate schedules.

23

24

25

Q. HOW WOULD YOU CHARACTERIZE TEP'S CURRENT RATE

STRUCTURE?

26

27

A. The Company's current rate structure shows significant imbalance as evidenced by

the results of the CCOSS filed in this case and discussed in the Direct Testimony of Mr.

6
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2

3

4

5

6

7

Bentley Erdwurln, Lead Analyst in TEP's Rates and Revenue Requirements

Department. Mr. Erdwurm's CCOSS for the test year, calendar year 2006, shows

extremely large variances in class returns. For instance, Mr. Erdwurm's study shows a

negative return for the Residential class of $24.8 million in contrast to the positive return

of $28 million for the General Service class on a smaller rate base - a $52.8 million

differential. These two customer classes account for over 84% of TEP's total retail

electric sales.

8

9

10

Q. How HAS TEP'S RATE STRUCTURE CHANGED SINCE ITS LAST

MAJOR RATE PROCEEDING IN 1993?

11

12

13

14

15

A. The balance in the rate structure has deteriorated significantly since that case 14

years agog. At that time, all classes were providing positive returns and the differential

between the Residential and GS classes was only $14 million under the same A&P

costing methodology. Moreover, TEP's total retail rate base was $138 million higher in

1992 than the total rate base in this case (5Bl,l2l million versus $983 million).

16

17 Q. WHAT ARE THE REASONS FOR THIS DRAMATIC CHANGE?

18

19

20

21

22

23

24

25

A. The root cause of this rate structure deterioration is the failure by both the Company

and the Commission to properly set, in prior rate proceedings, class revenue

requirements based on sound cost of service principles. As a result, changes in TEP's

customer mix and usage patterns since 1992 have exacerbated the interclass subsidy

problems present at that time. Exhibit DLn-l, attached, provides a comparison of

changes in class revenues, megawatt-hour ("MWH") sales and load factor statistics from

1992 to the current case, calendar year 2006. Although MWH sales increased by 48%

during this period, revenues increased by only 36% due to an 8% decreases in the

'Updated A&P CCOSS provided in response to DOD Data Request 3.2
Docket U-1933-93-006 - Test Year Ended 6-30-1992

3Primari1y due to the rate reductions provided for in the 1999 Settlement Agreement

7



1

2

3

average rate per kph. Further, residential sales grew at much greater percentage, 82%,

than any other customer class. The Residential class was in 1992, and remains today,

the least profitable of the Company's major customer classes.

4

5

6

Q. CAN YOU EXPLAIN THE EROSION IN TOTAL SYSTEM LOAD

FACTOR FROM 58% IN 1992 TO 46% IN 2006?

7

8

9

10

11

A. As indicated in the bottom chart on Exhibit DLn-l, this deterioration in load factor

is due primarily to the decline in the load factor of the Residential class (53% to 42%)

and its increased percentage contribution (48% versus 37%) to TEP's CP demand. At

current rate levels, revenues from the Residential class are not sufficient to recover the

increased costs that the class is imposing on TEP's system.

12

13

14

Q- DO THE COMPANY'S RATE PROPOSALS IN THIS CASE

ADEQUATELY ADDRESS THIS RATE STRUCTURE PROBLEM?

15

16

17

18

19

20

21

22

23

24

25

A. In my view, they do not. Exhibit DLN-2 shows customer class returns on rate base,

return indices and revenue subsidies at present and proposed rates under the Company's

A&P demand costing methodology. As discussed later in my testimony, the A&P

method is technically flawed and an improper demand costing method. However, even

under this method, the large disparities in class returns are clearly demonstrated. At

present rates, percentage returns on rate base range from a negative 33.95% for the

Mines to a positive 7.94% for the GS class. At proposed rates, the Residential class

shows a return on rate base of only 4.43% and a return index of .53 whereas the GS and

LLP classes show returns on rate base of l6.04% and 22.35%, respectively, and return

indices of 1.92 and 2.68. The Company's rate proposals merely perpetuate the interclass

subsidies inherent in the present rates.

26

27 Q. WHAT IS THE MEANING OF A RATE OF RETURN INDEX?

8
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2

3

4

5

6

7

8

A. A class's rate of return index is a relative measure of its contribution to the system

average rate of return. An index that is below 1.00, or negative, indicates that a class's

revenues are not sufficient to recover its cost of service, while an index exceeding 1.00

indicates that a class is over-recovering its cost of service, thereby providing revenue

subsidies to other classes. Referring again to Exhibit DLN-2, at the Company's

proposed rates, the GS and LLP classes are providing over $55 million of revenue

subsidies to other customer classes whereas the revenue subsidy received by the

Residential class is increased to $34 million.

9

10 Q. PLEASE EXPLAIN EXHIBIT DLN-3.

11

12

13

14

15

16

17

A. Exhibit DLN-3 shows present and proposed revenues by customer class and

proposed percentage increases. Also shown are class revenue subsidies expressed as a

percentage of revenues. As noted, present revenues exclude DSM and Competitive

Transition Charges ("CTC") and proposed revenues exclude TEP's proposed

Termination Costs Regulatory Asset Charge ("TCRAC"). The Company's proposed

revenue spread of the requested $158,186 million increase is not consistent with results

of its own CCOSS and should be rejected.

18

19

20

Q- WHY IS THE A&P METHOD USED BY THE COMPANY TO ALLOCATE

DEMAND-RELATED PRODUCTION COSTS TECHNICALLY FLAWED?

21

22

23

24

25

26

27

A. The A&P method double-counts average demand: once in the energy component of

the formula and again in the CP component of the formula. Accordingly, high load

factor customers are allocated a disproportionate share of fixed production and

transmission plant and related costs under the A&P method. Considering the

predominance of TEP'S summer peak, the CP method is the most appropriate method

for allocating these costs. This method equitably apportions the annual fixed costs

incurred by the Company to meet this peak.

9



1

2

Q. DID THE COMPANY USE THE CP METHOD FOR ITS

JURISDICTIONAL COST STUDY?

3

4

5

6

A. Yes. The wholesale segment of the Company's business should be viewed as

another customer class, irrespective of regulatory jurisdiction. If the CP method is

appropriate for jurisdictional purposes, as advocated by Mr. Erdwurm, it is also

appropriate for ACC retail costing.

7

8

9

Q- PLEASE EXPLAIN THE ILLUSTRATION PROVIDED ON EXHIBIT

DLN-4.

A. The illustration shown on Exhibit DLN-4 compares the results of a demand

allocation using the CP method and the A&P method for a hypothetical utility with two

customer classes. In the base case, both classes are allocated 50 units of demand under

10

11

12

13

14

15

16

17

18

19

20

21

the CP method. Under the A&P method, Class A receives an allocation of 45 units and

Class B an allocation of 55 units - a demand greater than it actually experienced. In the

second example, the only change is an increase in Class B's load factor from 60% to

80%. Under the CP method, there is no change in the demand allocation between the

two classes. However, under the A&P method, Class B's allocation increases by 5 units

of demand to 60. Class B has become more efficient in its use of the utility's production

facilities but is penalized whereas Class A, which has not changed its behavior, receives

a lower allocation of demand costs. A costing method, such as the A&P method, that

discourages the efficient use of a utility's resources should be rejected.

22

23

24

Q. DID THE COMPANY, AT YOUR REQUEST, PREPARE A CCOSS USING

THE CP DEMAND ALLOCATION METHOD?

25

26

27

A. Yes. Summary results of that study are shown on Exhibit DLN-5. The returns on

rate base at both present and proposed rates for the Residential and OPA classes are

lower than the comparable statistics show on Exhibit DLN-2. The higher load factor

10
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2

classes, LLP and the Mines, show much improved returns under the CP method due

largely to the elimination of the double-counting penalty inherent in the A&P method.

3

4

5

6

7

8

9

10

Q- UNDER THE COMPANY'S A&P COSTING, THE COMPANY IS

REQUESTING RATES THAT PROVIDE FOR A 22% RETURN ON RATE

BASE FOR THE LARGE LIGHT & POWER CUSTOMER CLASS. UNDER

THE CP METHOD, THIS RETURN JUMPS TO 46% -- A RETURN THAT IS

OVER FIVE TIMES THE OVERALL REQUESTED RETURN OF 8.35%. IS

THERE ANY JUSTIFICATION FOR RATES THAT PROVIDE THESE VERY

HIGH RETURNS?

11

12

13

14

15

16

17

18

19

A. Absolutely not. The Company's rate proposals for the LLP class are excessive

under either costing methodology. Excluding the off-peak Lighting class, there are only

two classes, GS and LLP, which provide return indices at proposed rates that are greater

than 1.00 and the LLP class return index of 5.57 is triple the 1.79 index of the GS class.

The LLP class is currently providing at present rates the highest return, l3.97%, of any

class and yet is asked be burdened with an additional 35% rate increase - an increase

that is 52% greater than the overall requested increase of 23%. By any obi ective

measure of reasonableness and fairness, the Company's proposed revenue increases to

the LLP class are unsupportable.

20

21

22

23

24

25

26

Q- IN PRIOR TEP DECISIONS, THE COMMISSION HAS EXPRESSED THE

CONCERN THAT THE CP DEMAND ALLOCATION METHOD DOES NOT

ADEQUATELY CONSIDER ANNUAL ENERGY USAGE. IS THERE A

TECHNICALLY VALID DEMAND ALLOCATION METHOD THAT

CONSIDERS AVERAGE ENERGY USAGE IN DETERMINING CLASS

ALLOCATION FACTORS?

27

28

A. Yes. The A&E method is a recognized demand allocation method that considers

both average demands, or energy use, and class peak demands. Unlike the A&P method,

11
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2

3

4

5

6

7

8

9

however, the A&E method does not penalize high load factor customers since there is no

double-counting of average demand. The Company, again at my request, prepared a

CCOSS with demand allocation factors calculated under the A&E method. The average

demand component of the calculation was based on annual energy use for each class.

The peak demand component of the calculation used maximum, monthly non-coincident

peaks ("NCP")4. The results of this analysis are summarized on Exhibit DLN-6. As

shown on that exhibit, class returns, at both present and proposed rates are comparable to

the CP results shown on Exhibit DLN-5. The only significant variant is the off-peak

Lighting class.

10

11

12

Q. IN VIEW OF THE THESE CCOSS RESULTS, HOW SHOULD THE

COMPANY'S CLASS REVENUE PROPOSALS BE MODIFIED?

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

A. Significant changes to the Company's proposals are necessary to improve the

balance in the current rate structure. A revised class revenue allocation is provided on

Exhibit DLN-7. First, I recommend that the percentage revenue increase for the

Residential class be increased to 34% -- eight percentage points greater than the

Company's recommended 26% increase. An increase of this magnitude is needed to

begin restoring rate structure integrity. Second, smaller relative increases of 1 l .5% are

recommended for the GS and LLP classes in consideration of the large revenue subsidies

these classes are currently providing. The Company's proposed increases for these

classes, as previously discussed, are not supportable under any costing analysis and

merely perpetuate the interclass subsidy problem at greater revenue levels. Third, a 19%

increase is recommended for the Mining class to move it to unity return, 8.35%, on

allocated rate base. Finally, the largest percentage increase for any class, 45%, is

dOne variation of the classical A&E formulation is the measurement of class excess demands based on
CP rather than maximum NCP demands ("CP A&E"). In this case, class demand allocation percentages

produced under the CP A&E method are not materially different than those used to produce the results
shown on Exhibit DLN-6.
aPer Exhibit DLN-3, Company proposed increases for the GS and LLP classes are 17.3% and 35.3%,
respectively

12



1

2

recommended for the OPA class. Under all demand costing methods, the OPA class

shows extremely large losses at current rates.

3

4

5

Q. PLEASE EXPLAIN THE RETURN INDICES SHOWN UNDER THE LAST

TWO COLUMNS OF EXHIBIT DLN-7.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

A. Class return indices at my recommended revenue spread are shown for the A&E

method and the Company's A&P method. While much improved over the Company's

proposals, a relatively large return disparity remains among the Residential, GS and LLP

classes. These return differences cannot be eliminated without radical rate changes. For

instance, to obtain unity return, a 46% increase would be required for the Residential

class and while 95% and 81% increases would be required for the Lighting and OPA

classes, respectively. The GS and LLP classes would receive small rate reductions. I do

not support variances of this magnitude in rate changes among the classes at this time.

One should consider in the rate setting process, as previously stated, continuity,

simplicity and stability. However, these ratemaking attributes have often been used in

the past as justification for making rate decisions for TEP that largely ignore cost of

service. The grim results of these ratemaking policies are clearly demonstrated on

Exhibit DLN-1. I fear that the system inefficiencies shown on that exhibit will continue

under the Company's class revenue and rate design proposals.

20

21

22

Q- ARE YOU ENDORSING THE OVERALL REVENUE LEVELS

REQUESTED BY TEP?

23

24

25

26

27

No. The DOD has no recommendation with respect to overall revenue requirements.

The recommended class revenue allocation (Exhibit DLN-7) is provided to illustrate an

equitable assignment of revenue responsibility at the overall revenue level requested by

the Company. The increase in total revenues authorized by the Commission should be

apportioned among the classes as follows:

13



1

2

3

4

5

6

•

•

•

•

•

•

Residential
GS
LL&P
Mining
Lighting
OPA

66.7%
20.0%
3.9%
4.5%
1.0%
3.9%

7 These percentages are consistent with the class allocations shown on Exhibit DLN-7.

8

9

10

Q. WHAT INCREASE IN TOTAL REVENUES DO THE ACC STAFF, RUCO

AND AECC SUPPORT IN THIS CASE?

11

12

13

14

A. Staff is recommending an overall revenue increase of $9,766,0006 or 1.4%. RUCO

recommends a 4.04%7 increase of $36,254,000 AECC's recommended increase is

$91,619,000 or 13.25%. Based on these recommendations and the class apportionment

factors discussed above, the revenue spreads would be approximately as follows:

15 STAFF RUCO AECC

•

•

•

•

•

16

17

18

19

20

21 •

Residential

GS

LL&P

Mining

Lighting

OPA

$6,514,000

1,953,000

381,000

439,000

98,000

381,000

$24,181,000

7,251 ,000

1,414,000

1,631 ,000

363,000

1,414,000

$61,110,000

18,324,000

3,573,000

4,123,000

916,000

3,573,000

22

23

24

This revenue allocation is provided for comparative purposes with the revenue increases

shown on Exhibit DLN-7 using the Company's proposed revenue requirement. As

previously stated, the DOD has no recommendation on overall revenue requirements.

25

"staffs alternative return on fair value produces an overall increase of $17.84 million or 2.6%.
This is a 5.24% increase on adjusted test year revenues of $69l,45l,429, RUCO 4.04% calculation

includes sales for resale and other operating revenues in present revenues.

14



l 111. RATE DESIGN

2

3

4

Q- HAVE YOU REVIEWED THE RATE DESIGN RECOMMENDATIONS OF

MR. ERDWURM?

5

6

7

A. I have generally reviewed most of Mr. Erdwurm's rate design proposals for the

various classes. I have specifically analyzed in detail the proposed TOU rate LLP-90N8

that would replace the current LLP-14 and LLP-90 rates.

8

9

10

Q~ DO EITHER DM OR THE FORT OBJECT TO THE IMPOSITION OF A

MANDATORY TOU RATE?

11

12

13

14

15

A. No, they do not. A properly designed TOU rate would provide both DOD facilities

with additional incentives to shift on-peak load to off-peak periods. They do obi et,

however, to the TOU rate design proposed by the Company. Rather than encouraging

improved efficiency, the proposed LLP-90N rate provides little incentive to either of

these DOD customers to shift load.

16

17 Q. PLEASE EXPLAIN.

18

19

20

21

22

23

A. Typical bill comparisons under TOU rate LLP-90N indicate that high load factor

customers will incur a greater percentage increase in bills than less-efficient, low load

factor customers. This phenomenon is the result of recovery of an excessive amount,

over 50%, of demand-related costs in the energy component of the rate. Although

consistent with the Company's proposed A&P costing method, this rate design is contra

to the load-shiiting objectives of TOU rateslo and proposed DSM programs. To

Schedule H-3, Page 14 of 16, Cost of Service Filing
Schedule H-4, Page 23 of28, Cost of Service Filing

1°Direct Testimony of Bentley Erdwurm, Page 30
"Direct Testimony of Denise A. Smith, Page 3

15



1

2

achieve these objectives, the summer period peak-demand component of the rate must be

increased significantly to recover a greater percentage of demand-related costs.

3 Q- ARE OTHER CHANGES TO RATE LLP-90N NEEDED, IN YOUR VIEW?

4

5

6

7

8

9

1 0

1 1

1 2

1 3

A. Yes. Of equal importance to the demand/energy mix is the seasonal aspect of the

rate. The rate does not reflect the very large summer/winter demand differential.

Exhibit DLN-8 shows monthly peak demands for calendar year 2006. The ratio of

maximum monthly peak (July) to minimum monthly peak (February) is over 2.00. The

ratio of summer peak to winter peak is 1.76. These ratios not only provide guidance

with respect to CCOSS demand costing but also the degree of seasonality to be

incorporated in the rate design. The ratio of summer/winter demand charges in the

proposed LLP-90N is only 1.33 and the comparable ratio for total charges, including fuel

and purchased power, is 1.20. Both of these ratios are well short of the cost differentials

implied by TEP's peaking characteristics.

14

15

Q. ARE THESE Low SEASONAL RATIOS ALSO PREVALENT IN THE TOU

RATES PROPOSED FOR OTHER CUSTOMER CLASSES?

16

17

18

19

20

21

22

23

24

A. I have not analyzed the proposed TOU rates for other customer classes in detail.

However, the ratios appear to be higher than the ratios for the proposed LLP-90N rate.

For instance, the second tier (501-3,500 kWh's) of the proposed residential TOU Rate R-

70n12 for the summer on-peak period is only $0.0123 higher than the second tier of this

rate for the winter on-peak period but the ratio of summer/winter revenues are much

greater than 1.33 since the bulk of residential usage occurs during the summer period.

Also, in contrast to the LLP-90N rate design, a strong load shifting incentive is

incorporated the R-70N rate. The summer on/off peak differential is almost $0.10 per

k p h .

25

26

27

There are other unexplainable differences among the Company's TOU rate design

proposals, notably the variances in winter season off-peak fuel and purchased power

rates. These rates range from $0.01 ll per kph (less than cost) under the R-70N rate to

12Schedule H-3, Page 2 of 16, Cost of Service Filing

1 6



1

2

$0.0357 per kph under the LLP-90N rate. The latter rate is higher than the on-peak fuel

and purchased power rate of $0.0288.

3

4

5

Q- HAVE YOU DESIGNED AN ALTERNATIVE TOU RATE WHICH

BETTER REFLECTS DIFFERENCES IN SEASONAL COSTS AND PROVIDES

IMPROVED INCENTIVES TO SHIFT LOAD TO OFF-PEAK PERIODS?

6

7

8

9

10

11

12

13

14

15

16

17

18

A. Yes. The TOU rate shown on Exhibit DLN-9 was developed to illustrate the type

of rate design that I recommend be adopted in this case. It is designed to mirror the

revenue requirements used to develop LLP-90N -. the Company's proposed revenues for

the LLP customer class. Accordingly, I am not recommending the level of the rate

components but only the demand/energy and seasonal relationships demonstrated by the

proposed design. The rate incorporates much higher on-peak demand and energy

charges during the summer period to encourage load shifting to off-peak periods. In

addition, summer/winter ratios for demand charges and total charges are increased to

1.69 and 1.66, respectively -- ratios that are much closer to the seasonal load

relationships shown on Exhibit DLN-8. The shoulder rating periods during the summer

have been eliminated, the on-peak period during the summer is 12:00 noon to 8:00 P.M.

In sum, the alternative TOU rate does a better job of reflecting TEP's costs than the

LLP-90N rate.

19

20 Q- WHY AREN'T WEEKENDS OFF-PEAK?

21

22

23

24

25

26

A. In most electric utilities, the weekday diversity provided by commercial and

industrial customers produces relatively large load reductions on the weekends.

Accordingly, weekends are nonnally off-peak periods under TOU rates. TEP's system

loads, however, are driven by the residential class which exhibits no significant load

reduction during the weekends. In fact, the residential class's monthly peak demand

occurred four times on a Saturday or Sunday during 200613. This anomaly is also a

13See TEP's response to RUCO Data Request 3.6

1 7
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1

2

Maj or consideration in the establishment of two (morning and evening) on-peak periods

during the winter season.

3

4

5

Q. CAN YOU QUANTIFY THE IMPROVEMENT IN LOAD SHIFTING

INCENTIVES PROVIDED BY YOUR ALTERNATIVE RATE DESIGN?

6

7

8

9

10

A. Yes. A comparison (alternative rate design versus LLP-90N) of the monthly and

annual benefits from shifting l KW of demand at a 70% load factor from on-peak to off-

peak periods is provided on Exhibit DLN-10. The annual savings under the alternative

rate are $225 or 42% greater than the $158 savings achieved under the Company's

proposed LLP-90N rate. The proposed alternative rate design has not only a sounder

cost foundation but also provides a much greater financial incentive to shift load to off-

peak periods.

13

14

15

Q- HAVE YOU REVIEWED THE COMPANY'S PROPOSED RATE RIDER 5 -

THE TRANSMISSION COST ADJUSTMENT CHARGE ("TCA")?

16

17

18

19

20

21

22

23

24

25

26

27

A. Yes. I have no general objection to flowing-through to retail customers adjustments

made by the Federal Energy Regulatory Commission's ("FERC") to TEP's transmission

tariffs ("OATT"). I do object, however, to the manner in which TEP proposes to

establish and implement Rider 5. First, the OATT is a demand-based tariff, not an

energy charge. TEP has converted all of customer class OATT demand charges into

energy charges and proposes to make future adjustments on a kph basis without

considering line and transformation losses. This approach is not cost-based and should

be rejected by the Commission. Where practicable, the TCA charge for customer classes

should be set on a demand or KW basis consistent with charges under the OAAT.

Arizona Public Service Companym recently received Commission approval of a TCA

that provides for demand charges for all customers with demands over 20 KW. Second,

adj ustments under Rider 5 should be calculated in a manner consistent with FERC's

14D¢cisi0n No. 70179, ACC Docket No. E-01345A-07-0713

18



1

2

3

fionnula method which provides for a reconciliation of prior over or Linder collections.

Finally, regardless of the basis setting and adjusting the rate (KW or kph), line and

transformation losses should be included in the rate calculations.

4

5

6

Q- DON'T MOST ELECTRIC UTILITIES ADJUST FOR KW AND KWH

LOSSES IN THEIR COSTING PRACTICES?

7

8

9

10

11

12

13

14

15

A. Yes, except for TEP. Adjusting for losses by voltage level of service is standard

practice in the electric utility industry. Loss factors are typically used in cost of service

studies and applied to adjustment clauses such as fuel and purchased power adjustors.

Loss factors were not used in TEP's CCOSS and there is no mention of loss adjustment

factors by Company witness David Hutchens in his testimony on a proposed purchased

power and fuel adjustment clause ("PPFAC'). If losses are not considered, customers

taking service at primary and transmission voltages will pay energy charges that exceed

cost and customers taking service at secondary voltage levels will pay energy charges

that are lower than cost.

16

17

18

19

20

21

22

23

24

25

19



1 Iv. TEP'S PROPOSED DSM PROGRAM

2

3

4

5

Q~ HAVE YOU REVIEWED THE COMPANY'S DSM PROPOSALS AS

DISCUSSED IN THE TESTIMONIES OF Ms. DENISE SMITH AND MR.

THOMAS HANSEN?

6

7

8

9

10

11

12

13

14

A. Yes. The Company is recommending that funding for DSM programs be increased

from the current $3.1 million to $12.4 million. Details of the Company's expanded

DSM portfolio are discussed by Ms. Smith, Mr. Hansen's testimony deals with

recommended DSM cost recovery mechanisms through a DSM adjustor that would

appear as a line item on customers' bills. The bulk of the proposed expenditures are

targeted for DSM programs for residential and small commercial customers. It is

unlikely that either the Fort or DM would receive any benefits from the proposed

portfolio but would be required to provide over $395,00015 annually to fund the

programs.

15

16

17

Q. ARE YOU SUGGESTING THAT THE FORT AND DM BE EXPEMPT

FROM DSM CHARGES?

18

19

20

21

22

23

24

25

26

27

A. No. Both of these DOD installations are currently providing DSM funds to TEP

and are agreeable to continue this funding if the programs can actually reduce total

system costs. To date, however, it is evident from the facts in this case that the current

programs have had little impact on system efficiencies. Larger commercial and

industrial customers provide a significant portion of total DSM funding. It follows that

TEP be required to broaden the scope of its DSM portfolio to include programs for those

larger customers that may need technical and financial assistance in evaluating and

implementing DSM applications. In addition to direct funding under the DSM portfolio,

there are probably numerous other large-customer DSM projects that could be

implemented through Utilities Energy Services Contracts ("UESC'S")

l5Sec0nd tier rate of $0.001859 per kph, Exhibit TNH Page 2 of 2.

20



1 Q- WHAT ARE UESC'S?

2

3

4

5

6

7

8

9

10

11

12

13

A. A UESC is a contract between the utility and customer to install energy efficient

equipment, processes and systems on the customer's premises that are deemed to be

economically feasible. Utilities throughout the U.S. have entered into these contracts

with both government and non-govemment customers, they are cooperative efforts

aimed at saving costs to both the utility and the customer. These projects are typically

financed by the utility which earns a defined rate of return on monies invested. Energy

savings provide customers the ability to refund to the utility the cost of the project over a

specified period of years.16 DSM technologies funded under this approach include

lighting, building insulation, HVAC equipment, motors, pumps, thermal storage and

shading structures over chillers and cooling towers. Renewable energy projects

including solar, wind and biomass generators would also be candidates for this type of

funding.

14

15

16

17

Q- DID EITHER OF THE COMPANY'S DSM WITNESSES DISCUSS THE

USE OF UESC'S AS A VIABLE APPROACH FOR FINANCING DSM OR

RENEWABLE ENERGY PROJECTS?

18

19

20

21

22

23

24

25

26

A. Ms. Smith did not discuss these contracts. Mr. Hansen briefly discusses on Page 12

of his testimony the need for a higher rate of return on DSM projects financed by the

Company that are "outside of the DSM program" and covered under a one-time

agreement akin, I assume, to a UESC. UESC's would provide an important financing

vehicle to fill the void in the Company's proposed DSM program with respect to large

commercial and industrial customers. They would also provide the Company with an

opportunity to am additional income on monies invested under UESC's. Accordingly,

I urge the Commission to include UESC's as another component of TEP's DSM

portfolio.

27

16Th terms of these contracts range from 5 to 20 years.
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1

2

Q. WHAT ABOUT MR. HANSEN'S PROPOSAL TO RECOVER A RATE OF

RETURN PREMIUM ON "HIGH EFFICIENCY CAPITAL EXPENDITURES"?

3

4

5

6

7

8

9

10

A. In my view, the Company does not need any additional financial incentive to

construct energy-efficient plant since these investments accrue to the benefit of the

Company's profits. The purpose of the DSM program is to change the behavior of the

customer, not the Company. Similarly, the Company shouldn't need additional financial

incentives to assist customers with projects, such as thermal storage, that reduce peak

load. A thennal storage project financed under a UESC provides the Company with a

guarantee that it will receive its authorized rate of return on the project as well as recover

a portion of lost revenues attributable to reduced demands and energy usage.

11

12

13

14

Q. ARE LOAD-SHIFTING PROJECTS FOR LARGE CUSTOMERS, LIKE

THERMAL STORAGE, ECONOMICALLY ATTRACTIVE UNDER THE

COMPANY'S PROPOSED TOU RATES?

15

16

17

18

19

20

A. As previously discussed, the meager benefits of load-shifting under the Company's

proposed TOU rates would probably not support economic feasibility for most of these

projects. The proposed alternative rate form, however, would significantly improve the

economic attractiveness of load-shifting projects like thermal storage. Due to faulty

costing and pricing practices, the Company has failed to properly synchronize its rate

design proposals with the load reduction objectives of its DSM programs.

21

22 Q- DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

23 A. Yes, it does.

24

25

26

22
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EXHIBIT DLN - 1

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402
Electric Cost of Service and Rate Design

Historical Comparisons - 1992 vs 2006
$(000)

1992 2006

Revenues
MWH
Sales Revenues

'MWH
Sales Revenues

Percentage
Increase (Decrease)

MWH
SalesCustomer Class

Residential
General Service
Large Light & Power (1)
Mines
Lighting
Other Public Authority
Total TEP

$190,021
203,842
71,007
31,604
3,368
9,818

$509,660

2,117,799
2,184,851
1 ,149,742

670,865
31 ,269

138,674
6,293,200

$307,535
274,528

53,837
37,790
4,077

13,684
$691,451

3,864,352
3,314,379

948,945
924,898
41,016

225,259
9,318,849

61 .84%
34.68%

-24.18%
19.57%
21 .05%
39.38%

.._35.67%

82.47% I
51 .70%

-17.46%
37.87%
31 .17%
62.44%
48.08%

Rate Per kph $0.08099 $0.07420 -8.38%

1992
Average CP Load
Demand (2) Factor (3)

2006
Average CP
Demand (2)

Load
Factor (3)

Percentage
Increase (Decrease)

Average CP Load
Demand Factor Il

\ -20.89%
-2.92%
-3.30%
5.84%

Customer Class
Residential
General Service
Large Light & Power (1)
Mines
Lighting (4)
Other Public Authority
Total TEP

460
528
157
76

1
25

1 ,247

52.56%
47.24%
83.60%

100.77%
NM
63.32%
57.61 %

1 ,061
825
1 3 4

9 9
3

7 4
2 , 196

41 .58%
45.86%
80.84%

106.65%
NM
84.75%
46.44%

130.65%
56.25%

-14.65%
30.26%

NM
196.00%
76.10%

-45.12%
-19.39%

NOTES:
(1) Changes in Large Light & Power Class revenues and MWH sales due primarily to reclassification of certain customers to

other rates.
(2) Average of class 4 coincident summer peak demand (CP) - Megawatts.
(3) Annual load factor calculated based on average CP demand.
(4) Off-peak load, NM=Not Meaningful

>.



Residential

Total TEP

General Service

Mines

Other Public Authority

Lighting

Large Light & Power

Customer Class

Class Returns on Rate Base and Revenue Subsidies at Present and Proposed Rates
CP Average and Peak ( A&P) Demand Methodology (1 )

$(0o0)

Return on Rate Base
Present Proposed
Rates Rates

-33.95%

-18.03%

-3.76%

-4.77%

-1 .34%

4.30%

7.94%

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 01-0402
Electric Cost of Service and Rate Design

-22.07%

22.35%

16.04%

14.49%

-6.32%

4.43%

8.35%

Return Index
Present Proposed
Rates Rates

-13.45

-24.66

-3.56

-2.80

5.93

3.20

1.00

-0.76

-2.64

2.68

0.55

1.74

1.92

1.00

' "' -(829,611> (9§3,822>

Revenue Subsidy (2)
Present Proposed
Rates Rates

(17,129)

EXHIBIT DLN - 2

54,384

(6,762)

(1 ,̀ 756)

874

-$0

(16,430)~

953

45,063

101791

(5,943)

$0

NOTES:
(1) TEP's proposed demand allocation method as discussed in the Direct Testimony of Mr. Bentley Erdwurm
(2) Positive number Indicates the amount of subsidy a class is providing; bracketed or negative number indicates the

amount of subsidy a class is receiving.



I
c

EXHIBIT DLN _ 3

TUCSON ELECTRIC POWER COMPANY
Docket nos. E-01933A-05-0650 & 07-402
Electric Cost of Service and Rate Design

Class Revenue Subsidies as a Percentage of Present and Proposed Revenues
A&P Demand Methodology

$(000)

Customer Class
Residential

Present
Revenues (2)

Proposed
Revenues (3)

Proposed
Increase

Percent
Increase

Revenue Subsidies as
A Percent of: (3~

Present Proposed
Revenues Revenues

$307,535 $387,022 $79,487 25.85% -9.63% l8t74%

General Service 274,528 321,984 47,456 17.29% 19.81% 14.00%
I

I

I

Large Light 8< Power 53,837 72,819 18,982 35.26% -3.26% 13.98% i

Mines 37,790 43,724 5,934 15.70% -45.33% -37.58%

Lighting 4,077 5,659 1 ,582 38.80% 21 .44% 16.84%

Other Public Authority 13,684 18,429 4,745 34.68% -49.42% -32.25%

Total TEP $691,451 $849,637 $158,186 "'"~5§Q88% 0.c);6% 0.00%

NOTES:
(1) Dollar amount of class subsidies are shown on Exhibit DLN - 2.
(2) Excluding DSM & CTC Revenues
(3) Excluding Proposed Termination Costs Regulatory Asset Charge ("TCRAC")
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EXHIBIT DLN -4

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 01-0402
Electric Cost of Service and Rate Design

Demand Illustration - CP vs A&P

BASE CASE

L Customer Class
Average
Demand

4c~l5
Method (1 )

Demand Allocation
A&P

Method (2)

Over
(Under)

Allocation . i

A 20 50 45 (Si

B 30 50 55

Total 50 100 100 0

CUSTOMER CLASS B INCREASES LOAD FACTOR

Customer Class
Average
Demand

Demand Allocation
CP A&P

Method (1) Method (2)

Over
(Under)

Allocation

A 20 50 40 (10)~

B 40 50 60 10

Total 60 100 100 0

I

NOTES:
(1) CP allocation formula: Class contribution to CP demand
(2) A8¢P allocation formula: (SLF%)(AD%) + (1-SLF%)(4CP%) where SELF=System load factor, AD=Class

average demand and 4Cp=Class contribution to CP demand.



EXHIBIT DLN - 5

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402
Electric Cost of Service and Rate Design

Class Returns on Rate Base and Revenue Subsidies at Present and Proposed Rates
CP Demand Methodology (1 )

$(000)

L. Customer Class

Return on Rate Base
Present Proposed
Rates Rates

Return Index
Present Proposed
Rates Rates

Revenue Subsidy (2)
Present Proposed
Rates Rates

Residential -6.69% 2.27% -4.99 0.27 ($47,464) ($53,993)~

General Service 6.94% 14.95% 5.18 1 .79 49,120 39,116

Large Light & Power 13.97% 46.48% 10.42 5.57 8,937 22,261

Mines -10.03% 6.85% -7.48 0.82 (3,055) (529)

Lighting 10.51% 21.50% 7.84 2.57 1,706 1 ,892
l

Other Public Authority -22.42% -11 .60% -16.73 -1 .39 (9,244) (8,747)
l

Total TEP -1 .34% 8.35% 1.00 00 $0 $0 l
4

NOTES:
(1) Per CCOSS provided in response to DOD Data Request 3.3
(2) Positive number Indicates the amount of subsidy a class is providing; bracketed or negative number indicates the

amount of subsidy a class is receiving.



EXHIBIT DLN - 6

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402

Electric Cost of Service and Rate Design

Class Returns on Rate Base and Revenue Subsidies at Present and Proposed Rates
A&E Demand Methodology (1 )

$(000)

Customer Class

Return on Rate Base
Present Proposed
Rates Rates

Return Index
Present Proposed
Rates Rates

Revenue Subsidy (2)
Present Proposed
Rates Rates

Residential -750% 1§6?% -5.45 0.1§- ($53,3865 Y$60,691)

General Service 8.69% 16.87% 6.48 2.02 58,252 49,437

Large Light 8< Power 12.00% 43.81% 8.95 5.25 7,962 21,161

Mines -'I 1.54% 4.95% -8.61 0.59 (3,670)

Lighting -11.70% -3.53% -8.73 -0.42 (2,008)

Other Public Authority -18.77% -7.20% -0.14 -0.86 (7,150)

(1 ,223

(2,303)§

(6,38

l

l
- _
Total TEP 9.34% .. 835% "-1.00 1.60 $0 $0

NOTES:
(1) Per CCOSS provided in response to DOD Data Request 5.3
(2) Positive number Indicates the amount of subsidy a class is providing, bracketed or negative number indicates the

amount of subsidy a class is receiving.

ll I'll



evidential

General Service

Large Light & Power

Total TEP

Mines

Other Public Authority

Lighting

Customer Class

I

Present
Revenues (2)

$307,535

$691 ,451

274,528

37,790

53,837

13,684

4,077

Recommended Class Revenue Allocation
$(0o0)

TUCSON ELECTRIC POWER COMPANY
Docket nos. E-01933A-05-0650 & 07-402
Electric Cost of Service and Rate Design

DOD Recommendations (1)
Proposed Proposed Percent

Revenues (3) Increase Increase
$413,069 $105,534 34.32%

$8219,637

306,104

60,029

44,946

19,830

5,659

§158,186

31 ,576

6,146

6,192

7,156

1 ,582

44.91%

38.80%

22.88%

11.50%

11.50%

18.94%

Return Index at
Proposed Rates

A&E A&P
Method Method

EXHIBIT DLN - 7

-0.45

-0.42

0.54

2.68

1 .69

1 .00

1.00

-2.37

-0.34

0.89

0.57

1 .60

1.00

1 .74

g

I
I
I

NOTES:
(1) Recommended revenue spread based on total revenue levels requested by the Company
(2) Excluding DSM & CTC Revenues
(3) Excluding Proposed Termination Costs Regulatory Asset Charge ("TCRAC")
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EXHIBIT DLN _ 8

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 0'/-0402
Electric Cost of Service and Rate Design

2006 Monthly System Peak Demands

MONTH

Peak Demand
In

Megawatts (1)

Percent of
Annual

System Peak
January
February
March
April
May
June
July
August
September
October
November
December

1,243
1,145
1,160
1,383
1,875
2,220
2,355
2,194
2,049
1,819
1,296
1,341

53%
48%
499
58%
79%
94%

100%
93%
87%
77%
55%
57%

Average 2006 1 ,674

I

I

Ratio of Maximum to Minimum
Monthly Peak 2.07

Ratio of Summer Peak to
Winter Peak 1 .76

I

Ratio of Maximum to
Average Monthly Peak 1.41

i

NOTE:
(1) Response to DOD Data Request 1.6

i
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EXHIBIT DLN -g

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402
Electric Cost of Service and Rate Design

Illustrative Alternative Seasonal TOU Rate Design - LLP-90N Rate Schedule

SEASON
RATE COMPONENT SUMMER (1) WINTER (2)

I

I
I Customer Charges - Per Month $500 $500

Demand Charges - Per KW:
On-Peak (3)
Off-Peak (4)

$14.50
$2.30

$8.00
$2.30

Energy Charges - Per kwh:
On-Peak (3)
Off-Peak (4)

$0.0685
$0.0425

$0.0450
$00325

NOTES:
(1) May through October
(2) November through April
(3) Summer: Daily 12:00 Noon - 8:00 P.M., Winter: 6:00 A.M -
(4) Summer: Daily 8:00 P.M - 12:00 Noon, Winter: 10:00 A.M

10:00 A.M. and 5:00 P.M - 9:00 p.M.
_ 5:00 p.M. and 9:00 P.M - 10:00 A.M.



EXHIBIT DLN _ 10

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0550 & 07-0402
Electric Cost of Service and Rate Design

Load Shifting Benefits - Alternative Rate Design vs LLP-90N

DESCRIPTION
Benefits of Shifting KW from Peak to Off-Peak (1 )
Alternative Rate LLP-90N

g
I

l

SUMMER:
Monthly On-Peak Charges
Monthly Off-Peak Charges
Monthly Benefit
Benefit Per kph

$49.50
24.02

$25.48
$004986

$44.98
26.87

$18.11
$0.03544

I

I

I

WINTER:
Monthly On-Peak Charges
Monthly Off-peak Charges
Monthly Benefit
Benefit Per kph

$31.00
18.91

$12.09
$5.02366

$37.41
29.20
$8.21

$0.01607

\
ANNUAL BENEFIT:
Summer
Winter
Total Year
Per kph

$152.88
72.54

$225.42
$0.03676

$108.66
49.26

$157.92
$0.02575

W

u

I
I

NOTES:
(1) Shifting of KW demand and 511 kph (70% Load Factor) from peak period to off peak period

r

I

I

I
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LUBIN & ENOCH, P.C.
Nicholas J. Enoch
State Bar No. 016473
Jarrett J. Haskovec
State Bar No. 023926
349 Nor th Four Rh Avenue
Phoenix, Arizona 85003
Telephone: (602) 234-0008
Facsimile: (602) 626-3586
E-mail: nicholas.enoch@azbar

FEB 2 9
2008

.org
ARIZONA coRRCOMMISSION
CORPOHAUOn$ Dlvlslon

Attorneys for Intervenor IBEW Local 1116

BEFORE THE ARIZONA

CORPORATION commIssIon

3

4

5

6

7

8

9

10

11

12

13

14

IN THE MATTER OF THE
APPLICATION FOR TUCSON
ELECTRIC POWER COMPANY FOR
THE ESTABLISHMENT OF JUST
AND REASONABLE RATES AND
CHANGES DESIGNED TO REALIZE
A REASONABLE RATE oF RETURN
ON THE FAIR VALUE OF ITS
OPERATIONS THROUGHOUT THE
STATE OF ARIZONA

Docket No. 18-01933A-07-0420

IN THE MATTER OF THE FILING
BY TUCSON ELECTRIC POWER
COt/IPANY TO AMEND DECISION
NO. 62013

Docket; No. 18-01933A-05-0650

NOTICE OF FILING DIRECT
TFSTIMONY OF FRANK GRIJALVA

I

J

16

17

18

19

20

21

22

23

24

25

26

27

28

Pursuant to the Administrative Law Judge's Procedural

Order (p. 3) dated October 5, 2007, Local Union 1116,

International Brotherhood of Electrical Workers, AFL-CIO,

CLC ("IBEW Local 1ll6") , by and through undersigned counsel

hereby provides notice of its filing of the attached Direct

Testimony of Frank Grijalva in this docket. . I

l ll
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1

1 RESPECTFULLY SUBMITTED thy 29th day of F_ebruary, 2008 .

L .C.

3

E .
I

4 |

5
N ch 1 L . Enoch, Esq.
A Forney "or Intervenor IBEW Local 1116

6

7

ORIGINAL and thirteen (13) copies
of IBEW Local 1116's Notice filed
this 29" day of February, 2008, with:

8

9

Arizona Corporation Commission
Docket Control Center
1200 West Washington Street
Phoenix, Arizona 85007-2996

10

11
Copies of the foregoing transmitted
electronically/mailed this
same date to:

12

13

14

Jane L. Ronda, Administrative Law Judge
Hearing Division
Arizona Corporate Commission
400 West Congress, Ste. 218
Tucson, Arizona 85701-1352

.1..J

16

17
r

Michael W. Patten, Eel.
Roshka, Dewulf & Patten, PLC
400 East Van Buren Street, Ste. 800
Phoenix, Arizona 85004
Co-counsel for TEP

18

19

20 200

21

Raymond s. Herman, Esq.
Michelle D. Livengood, Esq.
UniSource Energy Corporation
One South Church Avenue, Ste.
Tucson, Arizona 85701
Co-counsel for TOP

22
Legal Division

23

24

Christopher c. Keeley, Esq.
Chief Counsel,
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

25
J

26

97

Ernest Johnson, Director
Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
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l
1

1

3

Scott s. Wakefield, Esq.
Residential Utility Consumer Office
1100 West Washington, Suite 220
Phoenix, Arizona 85007
Attorney for Intervenor

4
in the Public Interest
Ste. 1535

6

Timothy M. Hogan, Esq.
Arizona Center for Law
202 East McDowell Road,
Phoenix, Arizona 85004
Attorney for Intervenor

7

8 250

9

s. David Childers, Esq.
Low & Childers, P.C.
2999 Nor Rh 44:h Street, Suite
Phoenix, Arizona 85018-7247
Attorney for Intervenor AGPA

10

11

12

Greg Patterson
Arizona Competitive Power Alliance
916 West Adams, Suite 3
Phoenix, Arizona 85007
Executive Director for Intervenor AGPA

13

14 Suite 2600

I ASARCO & Phelps Dodge
.J

c. Webb Crockett, Esq.
Fennemore Craig, P.C.
3003 Nor Rh Central Avenue,
Phoenix, Arizona 85012
Attorney for Intervenor AECC

16

17

18

Thomas L. Mum aw, Esq.
Pinnacle West Capital Corp.
P.O. Box 53999
Ms 8695
Phoenix, Arizona 85072-3999
Co~counsel for intervenor APS

19

20

21

Deborah A. Scott, Esq.
Snell & Wilmer L.L.P.
400 East Van Buren
Phoenix, Arizona 85004-2202
Co-counsel for Intervenor APS

22

23

24

25

Barbara A. Klemstine
Arizona Public Service
P.O. Box 53999
MS 9708
Phoenix, Arizona 85072-3999
Representative for Intervenor APS . I

26

27
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3

Michael M. Grant, Esq.
Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, Arizona 85016-9225
Attorneys for Intervenor for AUIA

4

5

6

Gary M. Yaquinto
Arizona Utility Investors Association
2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004
Representative for Intervenor

7
East;

8

Billy L. Bur Anett, P.E.
3351 North Riverbend Circle
Tucson, Arizona 8570-2509
Intervenor-Applicant

9

10

11

Michael L. Kur to, Esq.
Boehm, Kurtz & Lowry
36 East 7 Street, Ste. 1510
Cincinnati, Ohio 45202
Attorney for Intervenor Kroger

12

13
r

1.4

John E. O'Hare
3865 North Tucson Boulevard
Tucson, Arizona 95716
Intervenor

.LJ

f
J

r

16

Dan Neidlinger
Neidlinger & Associates
3020 Nor Rh 17 Drive
Phoenix, Arizona 85015

17

»
i

Esq.
18

19

Lawrence v. Robertson, Jr.,
P.O. BOX 1448
Tubae, Arizona 85646
Attorney for Interveners SER I et al.

20

21

22

Jeff Schlegel
SWEEP
1167 West Samalayuca Drive
Tucson, Arizona 85704-3224
Intervenor

23

24

25
.n

26

Peter Q. Nice, Jr., Esq.
Regulatory Law Office
Office of the Judge Advocate General
Department of the Army, Litigation Center
JALS-RL, Ste. 713
901 North Stuart Street
Arlington, Virginia 22203~1837
Attorney for Intervenor
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6

9
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Daniel D. Haws II, Esq.
OSJA
Attn: SJA ATTIN ATZS-JAD
For t Huachuca, Arizona 85613-6000
Attorney for Intervenor

Christopher Hitchcock, Esq.
1 Copper Queen Plaza
P.O. Box AT
Bisbee, Arizona 85603-0115
Attorney for Intervenor SSVEC

Eric c. Gundry, Esq.
Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, Colorado 80302
Attorney for Intervenor

David Berry
Western Resource Advocates
P.O. Box 1064
Scottsdale, Arizona
Intervenor

Cynthia Zwick
1940 East Luke Avenue
Phoenix, Arizona 85016
Intervenor-Applicant

VCAL.

85252-1064
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22
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1 QS. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS c

AL I

3

Frank Grijalva. My business address is 750 South Tucson

Boulevard, Tucson, Arizona 85716-5689.

4

5 Q2 PLEASE DESCRIBE YOUR RECENT EMPLOYMENT I

6 AS |

7

I am the Business Manager/Financial Secretary for Intervenor

Local Union 1116, International Brotherhood of Electrical

8

9

10

Workers, AFL~CIO, CLC ("IBEW Local 1l16") . The position of

Business Manager/Financial Secretary is an elected union

position and, due to the retirement of my predecessor, I was

11 appointed by our Executive Board to my present position in

October 2007. Because all IBEW local unions also have a12

13

1_4

.LJ That i s

16

person holding the position of "President," it is common for

persons outside of our organization to believe that the

"President" is the principal officer of the Local.

Ar tile 17 §§ 4 and 8 of the Constitution ofnot the case. /

17 the International Brotherhood of Electrical Workers AFL-I

18 CIO I clearly states that the Business Manager/Financial

19 Secretary i s the "principal officer" o f any IBEW local

r 20 union |

21

22

23

24

25
. I

26
I

°7 and Distribution Construction

Z 8

Prior to my becoming Business Manager/Financial

Secretary for IBEW Local 1116, I was employed by the

Tucson Electric Power Company ("TEP") for twenty-two

(22) years in a variety of bargaining unit positions,

the last of which was as a Designer for Transmission

While employed at TBP,

I was a very active member of IBEW Local 1116,



\

\

1 including previously serving as the Local's President

and in other positions on the Executive Board.

3

4 QS . WHAT IS IBEW LOCAL 1116?

5 AS 0 IBEW Local 1116 is the labor organization which serves as

6

7

the exclusive representative for, inter alia, approximately

six hundred seventy~five (675) non-managerial workers at

8 TEP.

9

10

11

IBEW Local 1116 and TEP have entered into a long

series of collective bargaining agreements dating back to

November 16, 1937 concerning rates of pay, wages, hours of

employment, and other terms and conditions of employment.
6
I

12

13 Q S DO YOU BELIEVE TEP IS A RESPONSIBLE CORPORATE CITIZEN?

14 AS . Absolutely.

.L._»

While by no means perfect, the relationship

between IBEW Local 1116 and TBP is one which is mature and

16 stable.

17 its employees, and customers.

18 I
E

It is clear that this stability has benefitted TEP,

In my opinion, the importance

of the strong and stable relationship between a public

19

20

service corporation and its employees cannot be overstated.

I believe that my opinion in this regard is widely shared.

21J

f 22 During a hearing before this Commission several years ago In ,I

23 the matter of UhiSource ' s Reorganization, Docket No.

24 04230A-03-0933, James s. Pignatelli, the President and Chief

25
.Jr

26

27

Executive Officer of both TEP and its parent company,

UniSource Energy Corporation ("UniSource") , recognized that

the harmonious relationship between the IBEW Local 1116 and

a d Uri source inevitably leads to a stable work environment

2

1
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I
l

1

3

4

which, in turn, helps the preservation of health and safety

for the employees of Uri source. Mr. Pignatelli defined the

public interest as, inter alia, providing a safe and secure

working environment for the employees.

5

6

7

Mr. Pignatelli also agreed with the notion that acrimonious

relations between a public service cooperation and the

8

9

10

certified representative of its employees will almost

certainly hinder the company's ability to provide safe,

reasonable, and adequate service.

11

12

13 and reasonable terms.

He also acknowledged that

an acrimonious relationship may also impair the ability of

the public service corporation to attract capital at f air

Pignatelli ' s views inI share Mr.

14 this regard.

1 _J

16 QS . WHAT IS THE PURPOSE OF YOUR TESTIMONY?

17 AS I As you know, Ar title xv, §3 of the Arizona Constitution
18

I

19 It reads as

20

expressly states that the interests of public service

employees are on par with those of patrons.

follows:

21 The corporation commission shall have full

22 power to, and sell make reasonable

23

24

rules, regulations, and orders, by which such

[public service] corporations shall be

25
.J»

26

governed in the transaction of business

within the State and ... make and enforceI

97

Z ZN

reasonable rules, regulations, and orders for

the convenience, comfort t, and safety, and the

3



I

1 preservation of the health, of the employees

and patrons of such corporal;ions[.]

3

4 On behalf of its own members, as well as several hundred

5 thousand patrons of TEP, IBEW Local 1116 believes this

6

7

8

proceeding provides it with a unique and timely opportunity

to express to this Commission our qualified support of TEN's

Application and our reasons for doing so.

9

10 Qs. DO you BELIEVE THAT TEP IS ENTITLED TO AN INCREASE ITS

RETAIL RATES EFFECTIVE NO LATER THAN JANUARY 1, 2009?

12 AS . Yes.

13

14 QS. WHICH OF THE THREE PROPOSED METHODOLOGIES DOES IBEW LOCAL

1116 SUPPORT?

16 AS ¢

17

18

J
19

20

21

IBEW Local 1116 supports the so-called "Cost-of-Service

Methodology". At the very best, the so-called "Market

Methodology" would place the employees and patrons of TEP

and, indeed, TOP itself in a highly precarious position

along the lines of what transpired in California just a few

years ago. This is one of the central points made by the

IBEX's International President in a Statement he issued on22

23

24

August 19, 2003, a copy of which is attached hereto as

Exhibit A.

25
.1

26

'97
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'\ QB IN ITS COST-OF-SERVICE METHODOLOGY, TEP SEEKS RECOVERY OF

APPROXIMATELY $835 MILLION IN COSTS AND LOSSES ASSOCIATED

3 WITH THE FAILED TRANSITION TO RETAIL COMPETITION. DOES IBEW

4 LOCAL 1116 SUPPORT THIS REQUEST?

5 AB J Generally speaking, yes.

IBEW Local 1116 has not undertaken an extensive examination

At the outset I must admit that

6

7

8

9

10

of the specific size of the request and, as such, cannot

speak to the reasonableness of the $835 million figure.

With that qualification, IBEW Local 1116 firmly believes

that TEP management prudently and in good f with spent many

millions of dollars in response to this Commission's earlier

12

13

- and in our opinion ill-conceived - decision to transition

TEP toward market-based rates. IBEW Local 1116 believes

"1 4 that TEP is entitled to substantial rate relief from this

.L_> Commission with due consideration of the tremendous amount

16

17

of money wasted, albeit unwittingly, by TBP transitioning

its business plan from a cost-of-service basis back to a

cost-of-service basis.18

19

20 QS . IN ITS COST-OF-SERVICE METHODOLOGY, TEP SEEKS TO IMPLEMENT A

21 PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE TO ENSURE TIMELY

22 RECOVERY OF TEP'S POWER SUPPLY COSTS U DOES IBEW LOCAL 1116

23 SUPPORT THIS REQUEST?

24 AS 1 Yes .

25
. J

26

'>7

Z 8
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| Q10. DURING HIS TESTIMONY ON MARCH 6, 2007,1 MR. PIGNATELLI

DISCUSSED THE INCREASE HEALTH CARE EXPENSE ASSOCIATED WITH

3 TEP'S EMPLOYEE BENEFITS PACKAGE o IN BOTH TEP'S APPLICATIQN2

4 AND RECENTLY FILED DIRECT TESTIMONY OF MICHAEL J. DeCONCINI I

5

6

TEP'S SENIOR VICE PRESIDENT AND CHIEF OPERATING OFFICER FOR

TRANSMISSION AND DISTRIBUTION,3 TEP ALLUDED TO THE SAME

7 CONCERNS • DO YOU HAVE ANY COI~H-'IENTS OR OBSERVATIONS THAT YOU

8 WOULD LIKE TO SHARE WITH THE COMMISSION REGARDING THIS

9 TOPIC?

10 A10. Yes.

11

12

13

"\ 4

While IBEW Local 1116 does not dispute the f act that

the costs associated with employee benefit plans and, in

par titular, health care insurance have grown significantly

in recent years, I also believe that the point should be

made that IBEW Local 1116 has made concessions and has

agreed to health plans that have cost its represented

An increase in16 employees more in out-of-pocket expenses.

rates should be such that it would eliminate whatever17

18

19

pressure is on TEP to increasingly shit t healthcare costs to

its represented employees.

20

21

22

In the most recent year of 2007, in an attempt to reduce its

health plan cost, TEP unilaterally made changes with some

healthcare related benefits for its retirees in a manner it23

24 believes is consistent with the National Labor Relations Act

25 .1

26 1 See Hearing Transcript Volume I, page 81, lines 12-21.

'*7 2 See page 4, line 15.

28 3 See page 31, lines 4-5

6
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10

11

12

14

13

16

20

17

21

18

19

22

4

3

5

6

7

8

9

r

A11. Yes.

Q11 • DO YOU HAVE ANY FINAL CQMMENTS?

A12. Yes.

Q12 » DOES THIS CONCLUDE YOUR TESTIMONY?

of 1935, 29 U.S.C. § 151, etiseq., the Employee Retirement

our collective bargaining agreement.

package of their unionized employees.

province to make similar unilateral changes to the benefits

with an increase in rates this will eliminate TEP's need to

to me that TEP management believes that it is within their

Income Security Act of 1974, 29 U.S.C. § 1001, et: self and

unilaterally make changes to reduce healthcare benefits for

or shift costs to its employees.

wit, a low employee count and deferred equipment maintenance

and substantial relief from this Commission, they will

identified by President Hill in his attached statement to

continue to grow.

submits that TEP and its employees need prompt rate relief

from this Commission to address these mounting concerns.

are already present at TEP and, in the absence of prompt

IBEW Local 1116 believes that two of the symptoms

As such, IBEW Local 1116 respectfully

Likewise, it appears

It is my hope that

23

24

25

26
l

27

L d
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International Brotherhood of Elcctrica \Vorkers

International Brotherhood of Electrical Workers®
niL°CIO-CLC >*-4 '**

1125 Fifteenth St. N.W.
Washington DC 20005

Edwin D. Hill, lntcmaticnal President

www.ibew.org

Jcrerriah J, O'Conr:or_ International Secretary-Treasurer

August 19, 2003 Contact: Malinda Brent 202-728-6134

Statement of International Brotherhood of Electrical Workers

President Edwin D. Hill on Largest Power Failure in U.S. History

Last week's power failure for 50 million Americans may well have stemmed from an overworked
transmission system, a severe reduction of the work force and deferred equipment maintenance-
all developments that followed deregulation.

Deregulation promised benefits from competitive markets, but it also brought uncertainty, which
froze investment in new construction. in the 10 years since utility deregulation was first introduced,
power companies have built or updated very few new transmission lines. Today demand continues
to climb, but transmission investment in 2000 was less than half of what it was in 1975. in general,
training programs for workers have been reduced or suspended indefinitely. The work force has
been reduced by one third in the past 10 years, with an obvious impact on maintenance.

In fact, deferred maintenance has become the hallmark of deregulation. In order to maximize
profitability, maintenanceschedules in many utilities have been extended from six months to two or
three years, greatly adding to system risk. Because electricity is often generated hundreds of miles
from its user, the system is increasingly interconnected. When one or two elements of such a
highly integrated system break down, the result is cascading blackouts like the one that occurred
last week.

Deregulation provides incentives to a utility company to sell electricity across state and national
boundaries, but it is transmitted on a grid initially designed to deliver only to its local customers.
What happened last week is bound to happen again, given the growing demand for electricity. _p

In recent years, deregulation has caused blackouts in the West and manipulation of power markets
by the likes of Enron and others. If we continue down this road, the fallout will become national.
Power outages will become a way of life.

It is a cause of grave concern that utility deregulation has turned the once reliable, self-sustaining
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\' $l17 million average investment decline per year
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utility business into a marketplace where profit-taking trumps reliability. Consumers, businesses
and industries are more at risk since electricity was redefined as a commodity rather than as a
necessary service.

The IBEW urges policy makers to conduct an independent, engineering-based investigation into the
blackout. Our modern electricity-dependent society should not be left to the mercies of today's
deregulated utilities.

The l8EWrepresents 220,000 utility workers in the United States and Canada.
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8
B E F O R E  T H E  A R I Z O N A

9 a
C O R P O R A T I O N  c o m m I s s I o n

10 I

I

Docket No. E-01933A~07-0402

12

13 I

4

15

IN THE MATTER OF THE
APPLICATION FOR TUCSON
ELECTRIC POWER COMPANY FOR
THE ESTABLISHMENT OF JUST
AND REASONABLE RATES AND
CHANGES DESIGNED TO REALIZE
A REASONABLE RATE OF RETURN
ON THE FAIR VALUE OF ITS
OPERATIONS THROUGHOUT THE
STATE OF ARIZONA16

17 Docket No. E-01933A-05-0650

18

IN THE MATTER OF THE FILING
BY TUCSON ELECTRIC POWER
COMPANY TO AMEND DECISION
NO. 6201319 1

20

21
N O T I C E  O F  F I L I N G  D I R E C T  T E S T I M O N Y  O F  F R A N K  G R I J A L V A

I N  S U P P O R T  O F  T H E  P R O P O S E D  S E T T L E M E N T  A G R E E M E N T

22

23

24

25
.1I

26

27

P u r s u a n t  t o  t h e  A d m i n i s t r a t i v e  L a w  J u d g e ' s  P r o c e d u r a l

Order (p. 2) dated May 12, 2008, Local Union 1116,

I n t e r n a t i o n a l  B r o t h e r h o o d  o f  E l e c t r i c a l  W o r k e r s ,  A F L ~ C l O ,

C L C  ( " I B E W  L o c a l  l l l 6 " )  ,  b y  a n d  t h r o u g h  u n d e r s i g n e d  c o u n s e l

h e r e b y  p r o v i d e s  n o t i c e  o f  i t s  f i l i n g  o f  t h e  a t t a c h e d  D i r e c t

T e s t i m o n y  o f  F r a n k  G r i j a l v a  i n  t h i s  d o c k e t .
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\̀ RESPECTFULLY SUBMITTED this 19th day of June, 2008 »

2 LUBI & .C.

3

4 1;

5
Ni halas J Roch, Esq.
Attorney for Intervenor IBEW Local 1116

6 copies
filed
with :7

ORIGINAL and thirteen (13)
of IBEW Local 1116's Notice
this 19" day of June, 2008,

8

9

Arizona Corporation Commission
Docket Control Center
1200 West Washington Street
Phoenix, Arizona 85007-2996

10
Copies of the foregoing transmitted
electronically/mailed this
same date to:

J 12

f
13r

1.4

Jane L. Ronda, Administrative Law Judge
Hearing Division
Arizona Corporate Commission
400 West Congress, Ste. 218
Tucson, Arizona 85701~l3S2

15

16

17

Michael W. Patten, Esq.
Roshka, Dewulf & Patten, PLC
400 East Van Buren Street, Ste. 800
Phoenix, 85004
Co-counsel

Arizona
for TOP

18

19

20

Raymond S. Heyman, Esq.
Michelle D. Livengood, Esq.
UniSource Energy Corporation
One South Church Avenue, Ste.
Tucson, Arizona 85701
Co-counsel for TBP

200

21

22

23

24

Christopher C. Keeley, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

I

25
.1

26

27

Ernest Johnson, Director
Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
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2

3

Daniel w. Pozefsky, Esq.
Residential Utility Consumer Office
1100 West Washington, Suite 220
Phoenix, Arizona 85007
Attorney for Intervenor

4

5
in the Public Interest
Ste. 153

6

Timothy M. Hogan, Esq.
Arizona Center for Law
202 East McDowell Road,
Phoenix, Arizona 85004
Attorney for Intervenor

7

8 250

9

s. David Childers, Esq.
Low & Childers, P.C.
2999 North 44 Street, Suite
Phoenix, Arizona 85018-7247
Attorney for Intervenor ACPA

10

11

Greg Patterson
Arizona Competitive Power Alliance
916 West Adams, Suite 3
Phoenix, Arizona 85007
Executive Director for Intervenor ACPA12

13

14 Suite 2600

15

c. Webb Crockett, Esq.
Fennemore Craig, P.C.
3003 Nor Rh Central Avenue,
Phoenix, Arizona 85012
Attorney for Intervenor AECC I ASARCO & Phelps Dodge

16

17

18 *

Thomas L. Mum aw, Esq.
Pinnacle West Capital Corp.
P.O. Box 53999
MS 8695
Phoenix, Arizona 85072-3999
Co-counsel for Intervenor ANS

19

20
R

21

Deborah A. Scott, Esq.
Snell & Wilmer L.L.P.
400 East Van Buren
Phoenix, Arizona 85004~2202
Co-counsel for Intervenor APS

22

23

24

25
.J

26

27

Barbara A. Klemetine
Arizona Public Service
P.O. Box 53999
MS 9708
Phoenix, Arizona 85072-3999
Representative for Intervenor APS

///

///
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2

3

Michael m. Grant, Esq.
Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, Arizona 85016-9225
Attorneys for Intervenor for AUIA

4

5

6

Gary M. Yaquinto
Arizona Utility Investors Association
2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004
Representative for Intervenor

7

8

Billy L. Bur Anett, P.E.
3351 North Riverbend Circle East
Tucson, Arizona 8570-2509
Intervenor

9

10

11

Michael L. Kurtz, Esq.
Boehm, Kurtz & Lowry
36 East 7" Street, Ste. 1510
Cincinnati, Ohio 45202
Co-counsel for Intervenor Kroger

12

13 & Schwab, P.L.C.

*4

William P. Sullivan, Esq.
Cur tis, Goodwin, Sullivan, Udall
501 East Thomas Road
Phoenix, Arizona 85012-3205
Co-counsel for Intervenor Kroger

15

16

17

John E. O'Hare
3865 North Tucson Boulevard
Tucson, Arizona 95716
Intervenor

18

19

Dan Neidlinger
Neidlinger & Associates
3020 Nor Rh 17th Drive
Phoenix, Arizona 85015

20
Esq.

21

22

Lawrence v. Robertson, Jr.,
P.O. Box 1448
Tubae, Arizona 85646
Attorney for Interveners SER I et: al.

23

24

25

Jeff Schlegel
SWEEP
1167 West Samalayuca Drive
Tucson, Arizona 85704-3224
Intervenor
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Peter Q- Nice, Jr., Esq.
Regulatory Law Office
Office of the Judge Advocate General
Department of the Army, Litigation Center
JALS-RL, Ste. 713
901 Nor th Stuart Street
Arlington, Virginia 22203-1837
Attorney for Intervenor

Daniel D. Haws II, Esq.
ossA
Attnz SJA ATTIN ATZS-JAD
For t Huachuca, Arizona 85613-6000
Attorney for Intervenor

Christopher Hitchcock, Esq.
1 Copper Queen Plaza
P.O. Box AT
Bisbee, Arizona 85603-0115
Attorney for Intervenor SSVEC
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Eric c. Gundry, Esq.
Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, Colorado 80302
Attorney for Intervenor

David Berry
Western Resource Advocates
P.O. BOX 1064
Scottsdale, Arizona
Intervenor

Cynthia Zwick
1940 East Luke Avenue
Phoenix, Arizona 85016
Intervenor
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1 QS. PLEASE STATE YOUR NAME »

2 AL l Frank Grijalva .

ARE YOU THE SAME FRANK GRIJALVA WHOSE DIRECT TESTIMONY WAS3 QS

4 FILED IN THIS MATTER ON FEBRUARY 29, 2008?

5 A2 0 Yes.

6 QS

7

8

DOES INTERVENOR LOCAL UNION 1116 I INTERNATIONAL BROTHERHOOD

OF ELECTRICAL WORKERS, AFL-czo, CLC ("IBEW Local 1116")

SUPPORT THE ADOPTION OF THE MAY 29, 2008 SETTLEMENT

9 AGREEMENT g

10 AS u Yes . On behalf of the approximately six~hundred and

12

13

14

seventy-five (675) non-managerial workers at the Tucson

Electric Power Company ("TEP") who are represented by IBEW

Local 1116, I would like to express the Union's unqualified

support for the proposed Settlement Agreement.

15 QS . ARE THERE SPECIFIC PORTIONS OF THE SETTLEMENT AGREEMENT THAT

16 IBEW LOCAL 1116 IS PARTICULARLY INTERESTED IN?

17 AS Yes.

18

19

20

21

While IBEW Local 1116 supports the adoption of

proposed Settlement Agreement in its entirety, IBEW Local

1116 took a par ticularly active role in negotiating and/or

otherwise considering the following specific paragraphs of

the proposed Settlement Agreement: 11 1.14(ii) and 2.2.TT

PLEASE EXPLAIN WHY IBEW LOCAL 1116 IS PARTICULARLY22 QS .

23 INTERESTED IN 1.14<ii).

24 AS .

25
.1

26

t

Paragraph l.l4(ii) simply acknowledges the f act that Article

xv, § 3 of the Arizona Constitution places the interests of
public service employees on par with those of patrons.

interests of both constituencies, in .turn, are Of more

The

I

importance than those of the corporation's shareholders



*

'1 QS. ARE YOU AWARE OF ANY LEGAL AUTHORITY SUPPORTING THIS

2 PROPOSITION?

3 AS n Certainly. In its 1984 decision in Cogent Pub. s e r . v.

4 Arizona Corp. Comm'n, 142 Ariz. 52 56-57 688 P 4 ad 698I I I

5

6

7

702-03, Division One expressly, and my opinion correctly,

held that "the jurisprudence of our State made it plain long

ago that the interests of public-service corporation

stockholders must not be permitted to overshadow those of8

II
9 the public served

10

11

12

In support of this quite unremarkable

proposition, our Court of Appeals relied upon a series of

U.S. and Arizona Supreme Court decisions dating back to

Beyond that, I would also point out that Ar title xv,1896.1

13 § 3 of the Arizona Constitution does not mention
'1 4 shareholders

15 Q7 PLEASE EXPLAIN WHY IBEW LOCAL 1116 IS PARTICULARLY

16 INTERESTED IN 2 ¢ 2 l

17 AS . For the reasons set for Rh in my previous testimony, the

750 000-member International Brotherhood of Electrical18 I

19

20

Workers strongly opposes any regulatory move toward, and

thus supports any retreat from, a so-called "competitive

21 retail market" In my opinion, this Commission made a

serious mistake back in 1996 when it created, and later22

revised the Retail Electric Competition Rules Division
23 I

24

25 .1

26

1

13, 85 p.
Road Co.
L.Ed.560,

See Salt River Valley Canal Co. v. Nels ser, 10 Ariz. 9,
117, 119 (1906) [citing Covington & Lexington Turnpike
v. Sanford, 164 u.s. 578, 596, 17 s.cc. 198, 205, 41
566~(1896>].

28 2

27
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1

2

One's 2004 decision in Phelps Dodge Corp. Ariz. Elem.

95, 83 P.3d 573, rectified theI

3

4

Power Coop., Inc. 207 Ariz.

serious legal problems associated the Retail Electric

Competition Rules. In much the same way, I firmly believe

5 that the adoption of the instant Settlement Agreement is a

6 wise and correct step for this Commission to transition back

7

8

9

to the time-tested notion that rates ought to be premised

upon a thoroughly prepared cost-of-service analysis and not

on some seriously flawed notion that a competitive retail

10 market does, or ever will, exist in Arizona. While Adam

11 Smith's "invisible hand," in which market transactions take

12

13

14

15

16

place, and supply, demand, price and allocation of goods and

services are determined, as buyers and sellers haggle over

commodities in a competitive market, may be a worthwhile

topic for discussion in a first-year economics class in

college, it simply does not provide a viable way to provide

electric service to millions of Arizonans. For better or17

18

19

20

worse, some industries, such as public utilities, are so

structured that only a small number of firms or only one

firm may enter a market. Entry costs are high and viable

alternatives are not available.21 The instant Settlement

22

23

24

25

Agreement recognizes the f act that the underlying ideology

of government regulation is to correct inequities in markets

in response to the reality that markets do not always run

smoothly.
J

26 QB ARE THERE ANY PORTIONS OF THE PROPOSED SETTLEMENT AGREEMENT

27 THAT IBEW LOCAL 1116 IS LESS PLEASED WITH •

28 3
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1 AB . Sure .

.4

3

4

For example, IBEW Local 1116 would have preferred

that the important matters addressed in 12.1 had been

tackled in the instant proceeding instead of some yet-to~be

Similarly, IBEW Local 1116 would havefiled generic docket.

5

6

preferred that TOP receive even more - potentially f Ar more

_ rate relief than what is set forth in herein.

7

8

9

10

Notwithstanding these reservations, however, IBEW Local 1116

recognizes that the consummation of a comprehensive

Settlement Agreement amongst nine (9) different parties with

of ten times disparate and competing interests is no so small

It is for that reason that IBEW Local 1116 fully andfeat; .

12

13

strongly supports the Commission's adoption of the proposed

Settlement Agreement in Toto.

14 Q S DO YOU HAVE ANY OTHER COMMENTS YOU WOULD LIKE TO SHARE WITH

;5 THE COMMISSION REGARDING THE INSTANT SETTLEMENT?

16 AS n Yes .

17

18

19

20 That is not to

21

22

I want to make it abundantly clear to the Commission

and TEP that, by agreeing to this Settlement Agreement, IBEW

Local 1116 has not, and does not, agree to any modification,

express or implied, to the terms and conditions of its

collective bargaining agreement with TEP.

say that 1 believe this will ever become a problem vis-8-vis

IBEW Local 1116's relationship with TEP; in f act, I do not

23 believe that is the case. Never tieless, I just want to make

24 car rain that there is no confusion in this regard moving

25 forward u
.1

26 Q10. DOES THIS CONCLUDE YOUR TESTIMONY?

27 A10. Yes.

28 4
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BEFORE THE

ARIZONA CORPORATION COMMISSION

1
2
3
4
5
6
7
8
9

10
11
12
13

In the Matter of the Filing by Tucson Electric
Power Company to Amend Decision No. 62103

) Docket No. E-01933A-05-0650

)

In the Matter of the Application of Tucson Electric
Power Company for the Establishment of Just and
Reasonable Rates and Charges Designed to Realize
A Reasonable Rate of Return on the Fair Value of
Its Operations Throughout the State of Arizona

)
)
) Docket No. E-01933A-07-0402

)
)

DIRECT TESTIMONY OF STEPHEN J. BARON

14 1. INTRODUCTION

15 Q. Please state your name and business address.

16

17

18

19

My name is Stephen J. Baron. My business address is J. Kennedy and Associates,

Inc. ("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell,

Georgia 30075 |

20

A.

.L Kennedy and Associates, Inc.
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1 Q- What is your occupation and by who are you employed?

2

3 A. I am the President and a Principal of Kennedy and Associates, a firm of utility rate,

4 planning, and economic consultants in Atlanta, Georgia.

5

i
E 6 Q- Please describe briefly the nature of the consulting services provided by

7 Kennedy and Associates.

8

g A. Kennedy and Associates provides consulting services in the electric and gas utility

10 industries. Our clients include state agencies and industrial electricity consumers.

11 The firm provides expertise in system planning, load forecasting, financial analysis,

12 cost-of-service, and rate design. Current clients include the Georgia and Louisiana

13 Public Service Commissions, and industrial consumer groups throughout the United

14 States.

15

16 Q. Please state your educational background.

17

18 A. I graduated from the University of Florida in 1972 with a B.A. degree with high

19 honors in Political Science and significant coursework in Mathematics and

20 Computer Science. In 1974, I received a Master of Arts Degree in Economics, also

J. Kennedy and Associates, Inc.
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1 from the University of Florida. My areas of specialization were econometrics,

2 statistics, and public utility economics. My thesis concerned the development of an

3 econometric model to forecast electricity sales in the State of Florida, for which I

4 received a grant f irm the Public Utility Research Center of the University of

5 Florida In addition, I have advanced study and coursework in time series analysis

l 6 and dynamic model building.

7

8 Q, Please describe your professional experience.

9

10 A. I have more than thirty years of experience in the electric utility industry in the areas

11 of cost and rate analysis, forecasting, planning, and economic analysis.

12

13 Following the completion of my graduate work in economics, I joined the staff of

14 the Florida Public Service Commission in August of 1974 as a Rate Economist. My

15 responsibilities included the analysis of rate cases for electric, telephone, and gas

16 utilities, as well as the preparation of cross-examination material and the preparation

17 of staff recommendations.

4
i

18

19 In December 1975, I joined the Utility Rate Consulting Division ofEbasco Services,

20 Inc. as an Associate Consultant. In the seven years I worked for Ebasco, I received

.L Kennedy and Assoeiates, Inc
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1 successive promotions, ultimately to the position of Vice President of Energy

2 Management Services of  Ebasco Business ConsulMg Company. My

3 responsibilities included the management of a staff of consultants engaged in

4 providing serv ices in the areas of econometric modeling, load and energy

5 forecasting, production cost modeling, planing, cost-of-service analysis,

6 cogeneration, and loadmanagement.

7

8 I joined the public accounting firm of Coopers & Lybrand in 1982 as a Manager of

9 the Atlanta Office of the Utility Regulatory and Advisory Services Group. In this

10 capacity I was responsible for the operation and management of the Atlanta office.

11 My duties included the technical and administrative supervision of the staff;

12 budgeting, recruiting, and marketllng as well as project management on client

13 engagements. At Coopers & Lybrand, I specialized in util ity cost analysis,

14 forecasting, load analysis, economic analysis, and planning.

15

16 In January 1984, I joined the consulting firm of Kennedy and Associates as a Vice

3
17 President and Principal. became President of the firm in January 1991 .

18

I

r

J. Kennedy and Associates, Ire.

I
I
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I
1
i 1 During the course of my career, I have provided consulting services to more than

2 thirty utility, industrial, and Public Service Commission clients, including three

3 international utility clients.

4

5 I have presented numerous papers and published an article entitled "How to Rate

6 Load Management Programs" in the March 1979 edition of "Electrical World." My

7 article on "Standby Electric Rates" was published in the November 8, 1984 issue of

8 "Public Utilities Fortnightly." In February of 1984, I completed a detailed analysis

g entitled "Load Data Transfer Techniques" on behalf of the Electn'c Power Research

10 Institute, which published the study.

11

12 I have presented testimony as an expert witness in Arizona, Arkansas, Colorado,

13 Connecticut, Florida, Georgia, Indiana, Kentucky, Louisiana, Maine, Michigan,

14 Minnesota, Maryland, Missouri, New Jersey, New Mexico, New York, North

15 Carolina, Ohio, Pennsylvania, Texas, Virginia, West Virginia, Wisconsin; before

16 the Federal Energy Regulatory Commission and in United States Bankruptcy Court.

17 A list of my specific regulatory appearances can be found in Baron Exhibit

18 (SJB-1).

19

;

E
I

I

4

1

I

I

a
.L Kennedy and Associates, Inc.

.
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1 Q, Have you previously presented testimony before the Arizona Corporation

1
\ 2 Commission?

3
I

4 Yes. I presented testimony in a Tucson Electric Power Company proceeding in

5 1981 on behalf of the Commission (Docket No. U.l933I). I also presented

6 testimony in two Arizona Public Service Company rate cases on behalf of Kroger

7 Co. (Docket Nos. E-01345-03-0437 and E-01345A-05-0816)-

8

g Q, On whose behalf are you testifying in this proceeding?

10

11 I am testifying on behalf of the Kroger Co. Kroger has approximately 22 stores and

12 other facilities in the TEP service territory. These stores consume in excess of 48

13 million kWhs per year on the TEP system.

14

15 Q, What is the purpose of your testimony?

16

17 A. I will be presenting testimony on a number of cost of service and rate design issues

\ 18 that affect Kroger's service on TEP's General Service rate schedules, primarily rate

19 Gs-85.1 As I will discuss, I do not support the Company's proposed Average and

20 Peaks class cost of service methodology in this case. A CP methodology is more

A.

A.

.L Kennedy and Assoeiates, Ina
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1 appropriate for retail cost allocation and is consistent with the Company's proposed

2 jurisdictional allocation methodology.

3

4 With regard to rate design, I will discuss the Company's proposed revisions to its

5 time-of-day rates, specifically focusing on rate GS-85N. TEP is proposing the

6 elimination of a substantial portion of the current rate GS-85 kW demand charges

7 and rolling these amounts into its proposed time-of-day energy charges. As I will

8 discuss, this causes a substantial portion of the GS-85N transmission charge (which

g is demand related) to be recovered through off-peak energy charges. This is not

10 reasonable and should be corrected. Twill also discuss other rate design problems

11 that I have identified with the proposed GS~85N rate related to the recovery of

12 demand cost through the energy charges of the rate.

13

14 Q- Would you please summarize your recommendations?

15

16 Yes.

E

17

18
19

20

21
22

23

TEP's "average and peaks"class cost of service methodology is not
reasonable and should be rejected. The Company uses a 4 CP
methodology for jurisdictional allocation of generation and
transmission-related costs. For the same reasons cited by TEP witness
Erdwurm to support the use of the 4 CP method for jurisdictional cost
allocation, the 4 CP method is also appropriate for retail class cost of
service allocation.

1 . . . , . . . .
Kroger is not presenting testimony on the Company s requested revenue increase m this case. This

should not be construed as an endorsement of the Company's requested increase.

I

W
r

A.

.L Kennedy and Associates, Inc.
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• Even if the Commission continues to use the average and peaks
methodology to allocate generation-related costs to retail rate classes,
the Commission should require TEP to revise its class cost of service
study to incorporate a 4 CP allocator for transmission costs, since these
costs are incurred by TEP on the basis of 4 CP demands.

1

1

!

I The Company's proposed rates for Rate schedule GS-85N substantially
exceed cost of service (calculated using TEP's average and peaks class
cost of service study), under both the "Cost of Service" and "Hybrid"
regulatory schemes. The proposed increase to GS-85N should be
reduced to address this unreasonable subsidy payment that is produced
by the Company's' recommendations in this case.

1

2

3

4

5

6

7

8

9
10

11

12
13
14

15

16
17
18
19

20
21
22

TEP's proposed rate design for rate schedule GS-85N is unreasonable
because it understates the kW demand charge of the rate and overstates
the time-of-day energy charges. The Company's proposed rate design
improperly recovers demand related distribution, transmission and
generation costs through energy charges. Rate GS-85N should be
revised to recover a greater portion of demand related costs through
kW demand charges.

23

24
25

26

27

28
29

30

31

In the event that the Commission approves the recovery of the
Company's proposed TCRA regulatory asset, it is inappropriate to
recover the cost on a uniform kph basis. It is reasonable to assume
that the revenue deficiency used to compute the regulatory asset was
produced by rate schedules in proportion to their individual rate base
amounts on which rate of return and income deficiencies are
determined, not on kph energy use. If the recovery of the regulatory
asset is approved by the Commission, the TCRA should be allocated to
rate schedules on the basis of rate base, not kph energy use.

.L Kennedy and Associates, Inc.
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1

2

11. REVENUE ALLOCATION AND COST OF SERVICE

3 Q. Have you reviewed the Company's 12 month ending December 2006 test year

4 cost of service study filed in this proceeding?

5

6 Yes. The Company is utilizing a 4 coincident peak and average demand ("Ave1"age

7 & Peaks") cost of service study in Ms proceeding to allocate production and

8 transmission demand costs to retail late classes. For jurisdictional cost allocation,

g the Company allocates generation and transmission-relateddemandcosts using a 4

10 CP methodology (not the average and peaks method). According to TEP witness D.

11 Bentley Erdwurm,

1 2

1 3
14

15
1 6

Coincident peak demand determines the maximum capacity of the
system. It is the demand of each jurisdiction at system peak that
determines each jurisdiction's use of that capacity". (direct testimony at
page 5, line 7).

17 I support the use of a 4 CP methodology to allocate generation and transmission-

18 related demand costs to jurisdictions and among retail rate schedules. For the same

\
19 reasons cited by No. Erdwurm to support the use of the 4 CP method for

20 jurisdictional cost allocation, the 4 CP method is do appropriate for retail class

21 cost of serviceallocation.

22

4

A.

.L Kennedy and Associates, Inc.
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1 Q, How does TEP reconcile the use of a 4 CP allocation method for jurisdictional

2 cost allocation and an "average and peaks" methodology for retail class cost

3 allocation?

4

5 I don't believe that the Company has adequately reconciled these two very different

6 cost causation theories. Beginning on page 21 if his testimony, Mr. Erdwurm states

7 that the avenge and peaks method is the methodology previously adopted by the

8 Commission and also argues that the average and peaks method recognizes that base

g load units produce fuel savings, relative to less efficient gas fired peaddng units.

10 This argument, which is commonly referred to as the "capital substitution" theory,

11 relies on the economic UradeoHs in resource planning between base load,

12 intermediate and pealing capacity. HoWever, there is no foundation presented by

13 TEP in this case for the specific use of an allocation factor based on a weighting of

14 average demand and peak demand. The weight, which iN the TEP analysis, is based

15 on the system load factor, is not supported by any cost analysis that attempts to

16 measure the economic tradeoffs behvveen the costs of a base load unit, versus a

17 peaking or intermediate unit. The so-called "weight" used by the Company is

18 arbitrary.

19

A.

.L Kennedy and Associates, Inc.
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1 Q- What support has the Company provided in its testimony for the allocation of

2 transmission costs using the average and peaks allocation factor?

3

4 A. There is no such support, nor is there any legitimate basis to use an average and

5 peaks methodology to allocate transmission costs. Transmission costs are incurred

6 by TEP to serve retail customers based on 4 CP kW demands, not "average and

7 peaks." Even if  the Commission continues to use the average and peaks

8 methodology to allocate generation-related costs to retail rate classes, the

g Commission should require TEP to revise its class cost of serv ice study to

10 incorporate a 4 CP allocator for transmission costs.

11

12 Q~ Do you believe that the Company's average and peaks cost of service study

13 provides a reasonable basis to evaluate the relationship between the rates being

14 charged each rate class and the underlying cost of providing service to these

15 customers?

16

17 A. No. For the same reasons cited by the Company in support of a 4 CP method for

18 jurisdiction cost allocation, I believe that the 4 CP method should be used for retail

19 class cost of service purposes. As I discussed above, at a minimum, transmission

20 costs should be allocated using the 4 CP allocator, since there is obviously no

.L Kennedy and Associates, Inc



L 1

Stephen .L Baron
Page 13

1 economic justification for use of an average demand allocation factor for

2 transmission expenses incurred by TEP pursuant to its OATT. Though I am not

3 presenting an alterative 4 CP class cost of service study in this case, believe that

4 the Commission should adopt such a methodology for purposes of assess'ulg the

5 reasonableness of TEP's retail rates, in relation to the underlying cost of providing

6 service to the customers oneach rate class.

7

8 Q . How do the Company'S current rates compare to the underlying cost of

9 service?

10

11 A. Notwithstanding my previous discussion of the problems with the Company's

12 average and peaks class cost of service study, the results of the Company's filed

13 study show that a number of rate classes are eating rates of return below the system

14 average rate of return.

15

16 Q- Has the Company attempted to move rate schedule rates of return toward

17 equality in its proposed rates for each schedule?

18

19 A. Yes. Again, notwithstanding my objection to the Company's class cost of service

20 study methodology, TEP has attempted to move class rates of return. However, in

.L Kennedy and Associates, Inc.



Figure 1
Rate of Return at Present and Proposed Rates

GS-85 versus Retail Average ("Cost of Service Methodology")
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1 die case of rate schedule GS-85, the Company's proposed rates substantially exceed

2 cost of service, under both the "Cost of Service" and "Hybrid" regulatory schemes.

3 Figures 1 and 2 below show the rates of return for current rate GS-85 at present and

4 proposed rates, compared to the system average rate of return. As can be seen from

5 the charts, the Company has moved rate GS-85 Hom a position below cost of

e service to above cost of service in this case. Since GS-85 customers have a

7 relatively high load factor, the use of a 4 CP cost of service methodology would

8

9

show even greater disparities between rates and cost, at the proposed GS-85N rate

for these customers.2

10

13

z Under the Company's proposal, current GS-85 and Gs-l3 customers will migrate to rate GS-85N,

11
12

.L Kennedy and Associates, Inc



Figure 2
Rate of Return at Present and Proposed Rates

GS-85 versus Retail Average ("Hybrid Methodology")
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1

3

i
I

1

i
il
.

i
I
I

2
3 \

4 The conclusion to draw from these graphs is that the GS-85N rate design is not

5 reasonable and over charges the eXisting GS-85 customers who will now be

6 assigned to this rate. As I will discuss in the next section of my testimony (Rate

7 Design), I am proposing modifications to the Company's proposed GS-85N rate that

8 more reasonably reflect cost of service.

l

.L Kennedy and Associates, Inc.



Table 1
Comparison of Present GS-85 to Proposed GS-85N Rate

("Cost of Service Methodology" version)

GS-85 GS-85N % Chanqe

371 .88 279.4%98.01Customer Charge

7.50
4.96
4.96
3.75
2.48

-60.0%
-39.5%

-100.0%
-73.3%
-59.7%

3.00
3.00
0.00
1.00
1.00

On-Peak Demand Summer
On-peak Demand Winter
Shoulder Demand Summer'
Off-Peak Demand Summer'
Off-Peak Demand Winter"

0.129339
0.113160
0.077613
0.058589
0.042410

85.9%
72.3%
18.2%
-5.1%

-26.7%

0.069587
0.065667
0.065667
0.061746
0.057826

On-Peak kph Summer
On-Peak kph Winter
Shoulder kph
Off-Peak kph Summer
Off-Peak kph Winter

1For GS-85, this charge only applies to kW in excess of 150% of on-peak kW

1

l Stephen .L Baron
Page 16

i

1 II. RATE DESIGN ISSUES

2

3 Q- Have you reviewed TEP's design for proposedrate GS-85N?

4

5 Yes. This new time-of-day rate will serve current customers on rates GS-I3 and

6 GS-85. Rate GS-85 is already a time-of-day rate, while GS-13 is not. The main

7 feature of GS-85N is that it will substantially (and unreasonably) reduce the demand

8 charges in the current GS-85 time-of-day rate, while substantially increasing the

g energy charges. Table 1 shows a comparison between the present and proposed

10 rates, using the "cost of service" methodology for comparison purposes.

11

12

A.

J. Kennedy and Associates, Inc.
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1 Though the two rates have somewhat different structures (e.g., the on-peak summer

2 period begins at rpm for GS-85N and at 1 pm for the easting rate GS-85), the

3 comparison reveals a substantial reduction in the costs that are being recovered

4 through a kW demand charge, versus the time-of-day energy charges. This change

5 is occurring at the same time that the overall increase in proposed by the Company

6 for GS-85 customers is 32.5% under the "cost of service" rate plan.3 As I will

7 discuss below, these rate design changes are not supported by the Company's cost of

8 service data and are not just and reasonable.

9

10 Q- Would you please explain why TEP's proposed GS-85N rate design

11 inconsistent with the cost of providing service?

12

13 Yes. First, as I discussed previously (Figures l and 2), the Company is proposing to

14 charge GS-85N Customers above cost of service at proposed rates, based on TEP's

15 average and peak class cost of service study.4 Second, setting aside the overall

15 revenue requirement being charge to GS-85N customers, the design of the rate itself

17 is inconsistent with the unbundled costs developed in TEP's class cost of service

18 study.

19

3 As I noted earlier, GS-85 customers are paying in excess of cost of service at proposed rates
The disparities between rates and com of service are likely worse under a more appropriate 4 CP class cost

of service study methodology

A.

.L Kennedy and Associates,Inc.
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1 As shown in the proposed tariffs the unbundled transmission rate per kph for GS-

2 85N is $0.007298 per kph. Baron Exhibit___(SJB-2) is an excerpt from page 3 off

3 of the "Pricing Plan GS-85N" tariff] based on the "cost of service methodology."

4 The identical transmission charge appears in both the "Hybrid" and "Market" tariffs

5 for GS-85N.

6

7 Q. Are transmission charges (other than ancillary services) incurred by TEP

8 based on kph energy use?

g

10 No. TEP incurs these OATT transmission charges based on the CP demands of its

11 customers. Though the Company's class cost of service study inappropriately

12 allocates these transmission costs to rate schedules on the basis of the average and

13 peaks demand allocator (instead of a CP allocator), the Company at least

14 recognizes that these transmission costs axe demand related. Nevertheless, the

15 Company is proposing to collect these costs Hom rate General Service rate

16 schedules on a uniform kph basis, regardless of when these kph are actually

17 consumed. This is not consistent with the nature of the transmission costs and is

18 inconsistent with cost based ratemaldng. In addition, it provides inaccurate price

19 signals to customers, who are charged additional transmission costs for off-peak

20 kph usage that does not result in additional transmission expenses to the Company.

A.

.L Kennedy andAssociates, Ire.



Table 2

Comparison of Transmlsslon Revenues to Cost d Sewlce

(Proposed Commercial Class Rates)

8.89

Adjusted
kph Sales

Transmission

Co

Transmission Transmission

Ra Revenue

Excess
Charge

1,763,653,754

136,727,732

16, 196,892

60,332,539

1 ,337,468,740

GS-10

GS-76N

GS-31

GS-11

GS-85N

0.00729a $ 12,871,145 $ 13,714,671

0.007298 s 997,839 $ 806,751

0.007298 $ 118,205 $

0.007298 $ 440,307 $

0.007298 s 9,760,847 $

s (843,526)

$ 191.088

s 118,205

435,189 $ 5,118

9,189,116 $ 571,731

Total 3,314,379,657 s 24,188,343 s 24,145,727 s 42,616

I

i

) Stephen .L Baron
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I

rI
I 1

2 Q. You indicated that the Company is proposing a uniform transmission rate

3 among all General Service rate schedules. How does this compare to the cost

4 of providing transmission service to these rates?

5

6 Table 2 shows a comparison for General Service rate schedules of transmission

7 revenues (based on the uniform $0.007298 per kph charge) versus the allocated

8 cost providing transmission to these rates firm the TEP class cost of service study.

g

10

11 As can be seen, rate schedule GS-85N is being charged $571,731 in excess

12 transmission revenues, compared to the cost of transmission service for the

13 customers. There is no justification for this overcharge and it should be corrected in

14 the TEP rate design for GS-85N.

15

;
l
1

.L Kennedy and Associates, Inc.
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Table 3
GS-85N Transmission Cost Rate Recovery by Time-of-Day Period

Total'
Summer
Off-Peak

Winter
Off-Peak

Winter
On-Peak

Summer
Shoulder

Summer
On~Peak

153,880,266 147,853,362 464,852.681 131,424,081 434.6B9,156 1,332,709,547

s 1,123,018 $ 1,079,107 $ 3.392.495 $ 959,133 s 3,172,361 9.726.114

11.5% 11.1% 34.9% 9.9% 32.6% 100.0%

kph
Transmission RBVBDUG2

Percent In TOD Period

0.007298s

1 Does not include PRS-13 sales

Transmission Rate per kwh:

1

Stephen .L Baron
Page 20

1 Q. Within the GS-85N rate class, how are transmission charges being collected

2 from customers?
1l

m 3

4 A. Table 3 shows a distribution of transmission revenues by time-of-day period for the

5 proposed GS-85N rate schedules. As can be seen, more than 67% of  the

6 transmission revenues are being collected from GS-85N customers during the

7 summer and winter of£peak periods, while only 11.5% of transmission revenues are

8 being collected for summer on-peak usage. This is occurring, despite the fact that

9 TEP pays for transmission seMce (via the OATT) on the basis of customer usage

10 dur ing the  summer on-peak  per iod. C l e a r l y ,  TE P 's  propose d  u n i f orm kph

11 transmission rate is widely inconsistent with cost of seMce and cost causation

12 principals.

15
I
l

16 Q- What recommendation do you have to address this problem?
I

i1

I

i
1

.L Kennedy and Associates, Inc

I

l l Lu lllll\l

13
14



Table 4
Development of Transmission Rate for GS-85N

kW Rate
Transmission

Cost
kW Billing

I determinants'Rate

GS-13
GS-85

$
$

8,391 ,904791,212 3,285,983
213,046

Total 85N $ 2.639,189,116 3,499,029 $

1Summer and Winter on-peak kW

I.
I Stephen .L Baron

Page 21

1

2 A. I have recalculated the GS-85N transmission rate based on the allocated cost of

3 providing transmission service to this rate schedule. In addition, I have developed

4 the transmission rate on a $/kW billing demand basis, in recognition of the nature of

5 these costs. This calculation is shown in Table 4 below. I recommend that this rate

6 be used to recover transmissioncosts for GS-85N. To do so, the uniform $0.007298

7 charge should be removed Rom the kph delivery charges of the proposed rate and

8 the $2.63/kW charge that I calculated in Table 4 should be added to the rate

9 schedule.

10

11

12 Q- Have you identified other problems with the design of the GS-85N rate

13 proposed by TEP?

14

I

r

I

i
I
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Yes. In addition to the transmission rate design problem, the Company has also

included an insufficient amount of cost in the proposed $3.00/kW GS-85N on-peak

demand rate and simultaneously overstated the delivery energy charges. Based on

an analysis of the Company's unit cost data firm its cost of service study for the

Cost of Service" methodology, the production and distribution demand component

revenue requirements for Rate Schedule GS-85N would support an on-peak demand

charge in excess of $15 per kW month." For the Hybrid methodology, the on-peak

demand cost is in excess of $14 per kW month. Neither of these unit costs include

transmission demand costs, they only reflect production demand and distribution

demand cost components

Are you recommending that the GS-85N on-peak demand charge be set at the

$14 to $15 per kW level justified by the Company's unit cost analysis

No. Though such a rate could be justified based on TEP's own cost of service

analysis, I am recommending that the GS-85N on-peak demand charge plus my

recommended $2.63 per kW month transmission demand charge be limited to a

For the "Cost of Service" methodology, these demand component revenue requirements are shown in
TEP's "Schedule G-6 (Unit Costs) Cost of Service," page 14 of20

3

I

1

I

J. Kennedy and Associates, Inc.
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1 total of $7.88 per kW month for the "Cost of Service" methodology rate and $8.74

2 per kW for the "Hybrid" methodology rate. For comparison purposes to the

3 Company's proposed on-peak demand charge of $3.00 per kW (not including

4 transmission charges).

5

6 Q- What is the basis for your recommended $7.88 and $8.74 per kW on-peak

7 demand charges for GS-85N?

8

g Rate Schedule Gs-85N is a new rate that combines customers on existing rates GS-

10 13, GS-85A and GS-85F. These current rates have very different current demand

11 charges. Rate GS-13 has a demand charge of $6.52 perkw, GS-85A has a summer

12 on-peak demand charge of $7.50 and GS-85F has an on-peak summer demand

13 charge of $16.34. As a compromise and to reflect mitigation for GS-I3 customers,

14 my recommendation is to set the proposed GS-85n on-peak demand rate at the

15 existing GS-85A 0n-p rate, adjusted for the average rate increase to all GS~85N

16 customers. This produces a rate of $7.88 for the "Cost of Service" method and

17 $8.74 per kW for the Hybrid method.

18

19 Q, Have you developed a recommended" GS=85N rate, reflecting your proposed

20 rate design changes for the "Cost of Service" methodology?

.L Kennedy and Associates, Inc.
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1

2 Yes, Baron Exhibit__(SJB-3), Schedules 1, 2 and 3 shows this analysis. Schedule 1

3 shows a proof of revenues for GS-85N using the Company's filed rate design.

4 Schedule 2 shows the adjustment to reflect my proposed $2.63 per kW transmission

5 rate (added to the Company's proposed $3.00 on-peak charge) and the removal of

6 the Company's $0.007298 per kph transmission charge from the GS-85N energy

7 delivery rates. Finally, Schedule 3 shows the GS-85N rate design and proof of

8 revenues using my proposed $7.88 per kW on-peak demand rate. The energy

g delivery charges have been adjusted to reflect the removal of a portion of the

10 demand related production and distribution costs that are now being shitted from

11 the time-of-day energy charges to the on-peak demand charge.

12

13 Q, Have you developed a similar analysis using the Company's Hybrid

14 methodology?

15

16 A. Yes. Baum Ex.hibit__(SJB-4) shows the development of the GS-85N rate using the

17 Company's unit cost analysis from the Hybrid methodology case.

A.

.L Kennedy and Associates, Inc.
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III. TERMINATION COST REGULATORY ASSET CHARGE

Have you reviewed the cost recovery approach that TEP is

recommending for its requested $788 million Termination Cost

Regulatory Asset ("TCRA")?

Yes. Although I am not addressing the reasonableness of the recovery of the

regulatory asset itself, in the event that the Commission approves the

recovery of the Company's regulatory asset charge, it is inappropriate to

recover the cost on a uniform kph basis." As discussed in the Company's

testimony, these regulatory asset costs are asserted to be based on an

imputed revenue deficiency beginning in 2004. If this is true, it is

reasonable to assume that this revenue deficiency was produced by rate

schedules in proportion to their individual rate base amounts on which rate

of return and income deficiencies are determined, not on kph energy use

Essentially, the Company's argument for the recovery of the revenue

deficiency is equivalent to an argument for an insufficient rate of return on

rate base. Therefore, if the recovery of the regulatory asset is approved by

the Commission. the TCRA should be allocated to rate schedules on the

basis of rate base, not kph energy use. Baron Exhibit (SJB-5) shows an

This should not be construed to indicate that Kroger Co. is supporting the TCRAC

.L Kennedy and Associates, Inc.
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1 allocation of the TCRA to rate schedules onthe basis of a rate base allocator

2

3

and compares this result to the Company's proposal for a uni form kph

TCRA charge.

4

5 Q- Does that complete your testimony?

6

7 A. Yes.

.L Kennedy andAssociates, Inc.
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Power Co.

Genefaion planning economics,

prudence of a pumped storage

hydro unit

6/85 E-7

Sub 391

NC camlma
Industrials
(CIGFUR Ill)

Duke Power Co. CGs!-Gf-58niGe.r8l8 design,

intenupliblerate design.

7185 29046 NY Industrial

Energy Users
. .

Orange and

Rcddalnct

Uliities

Case-of~senice, rate design.

10/85 854143-U AR Arkansas Gas

Ccnsumels

Ark la, Inc. Regwaww powcv. gas c0814-
service, rate design.

10/B5 85-63 ME Airoo mdusma

Gases

Central Maine

Power co.

F€@Si*1il*¥Y°N1W°¥f\li=\ibl¢
rates,aw:idedcod.

2/85 ER-

8507698

NJ Air Products and

Chemicals

Jersey Central

Power & Light CO.

Rate design.

3/85 R-850220 PA West Penn Power

lndus1ri8l

Imawsno¢s

West Penn Power Co. Optimal reserve. prudence,

off-system sales guarantee plan.

2/86 R-850220 PA West Penn Power

IndusM

lntaveuors

West Penn Power Co. Optimal reserve margins,

prudence, off-system sales

guarantee plan.

3/86 85-8gU AR Arkansas Elect
Enefuuf Consumers

Arkansas Power

& Light Co.

Cast-oi-service,rate design,

revenuedistribution.

3/85 85-725-

EL-AIR

OH lndusltidElecltic

ConsumersGroup

Ohio Pgwgt Co. Casi-of-sewice, rate design,

intsnupiible rates.

5/86 86-081-

E-GI

WV west Wginia

Enemy Users

Gluup

Monongd1eIa Power

CO.

Generation planningeconomics,

prudence cf a pumped storage

hydrounit

8/86 E-7

Sub408

NC Carlina lndusuial

Energy Consumers

Duke Power Co. Cost4f-service,rate design,

Iniamypiibierates.
3

1

10/86 U-17378 LA Louisiana Public

Service Commission

Siafl

Gulf sanes

Uliliiies

Excess capacity, economic

analysis M purdmased power.

12/86 38063 IN lndusirid Energy

Consumers

Indiana & Michigan

Power Co.

lntenuptible rates.

J. KENNEDY AND ASSOCIATES, INC.
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Page 3 of IN

Expert Testimony Appearances
of

Stephen J. Baron
As d March 2008

Date Case Jurlsdlct. party fumy sub1¢¢1

3/87 EL-86-

53-001

EL-B8-

57~001

Federal

Energy

Rewlaww
Commission

(FERC)

Louislam Public

Service Commission

Staff

Gulf seams

Utitiiies,

Souther Co.

CosWlbenelit analysis of unit

power sales oontlad.

4/87 U-17282 LA LouisianaPublic

Service Commission

staff

Gulf states

um

Load iuuecasiing and imprudence

damages, River Bend Nudeafunit

5/87 87-023-

E-C

WV Aida lnflustrial

Gases

Monongahela

F'olner Co.

lntenuptible rates.

5/87 87-072-

E-G1

WV we wginia
Energy Users'
Group

Moncngahda

Puf f  Co.

Analyze Mon Pnwa's Md fling

and examine the reasonablawss

of MPs palms.

5/87 86-524-

E-SC

WV was Wgirlia

Energy Users' Group

M<=-wngehda

P!wvBfCc.

Economic dispatching d

pumped stage hydro unit.

5/87 9781 KY K°"i\ld<Y Induslrid

EnergyConsumers

Louisvlle Gas

& Emma: Co.

Arlalysisarfimpedd 1986 Tax

ReiurmAct

6/87 3673-U GA Georgia Public

Service

Georgia Power Co. Economic prudence, evaluation

of Vogile nuder Oni! - load

forecasting, planning.

6/87 U-17282 LA Louisiana Public

Service Commission

Shtf

Gulf sum
Uiiities

Ph8se-in plan for River Bend

Nuclear unit.

7/B7 B5-10-22 CT Connecticut

Indusilial

EHGIUY Consumers

Cunnecuun

gm&pnwef c<>.

Methodology for refunding

ratemoderation fund.

8/B7 3673-U GA Georgia Public

Service Commission

Geulgia Power Co. Test year sales and revenue

folwast

9/87 R-850220 PA Wes! Penn Power

lndUslli8l

Interveners

West Penn P'umler Co. Excess WMM, reliability
d generating system .

10187 R-870651 PA Duquesne

Industrial

Intervenor

DuquesneLight Co. Interruptible rate, c0d-of-

seivice, revenue alocalion,

rate design.

10187 1-860025 PA Pennsylvania

Indus»tnal
tntervenors

Proposed rules for cogeneration.

avoided cost, rate recovery_

I

I

J. KENNEDY AND ASSOCIATES, INC.
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Expert Testimony Appearances
of

Stephen J. Baron
As of March 2008

Date Case Jurlsdlct. Party fumy Sublet

10/87 E-015/

GR-87-223

MN Taconite

Interveners

Minnesota Power

& Light Co.

Excess capacity, power and

cost-of-senvice, Me design.

1w87 8702-El FL Ocdderdal chemo
Corp.

Florida Power Corp. Revenue forecasting, weather

l10Imali2aii0n.

12/87 87-07-01 CT Connedicul lndusirid

Energy C00$Um6Is

Ccmecticull Light

Power Co.

Excess capacity, nuder plant

phase-in.

3/88 10064 KY Keniud<y lndusilial

Energy Cwumers

Louiswn Gas &

Eledtlic CO.

Revenue forecast. weather

nclmdizatbn me ilsalment

04 cancelled plank.

3/88 87-183-TF AR Arkansas Electric

Consumers

Arkansas Power &

Light co.

Standby/backupdecllic rajas.

5/88 e701710001 PA GPU Industrial

lntenBnol$

MeaupnInan
Edison OO.

009841644504 defend

mechanism, mudilicaiion of wewlv

cast recovery (ECR).

6/88 8701720005 PA GPU Industrial

lntavenors

Pennsylvania

Beans Co.

Cogeneration deferral

med\anism, modification of energy

cost recovery (ECR).

7/88 88-171-

EL-AIR

88470-

EL-A|R

lmefim Ram Case

OH Industrial Energy

Consumers

Cleveland Eedlicl

Toledo Edison

Financial analysidrleed for

interim rate laid.

1188 Appeal
of PSC

19th

Judicial

DOCKSI

U~17282

Louisiana mbuu

Service Commission

circuit

Court of Louisiana

Gulf sanes

Ullities

Load kuemsting, imprudauoe

damages.

11/58 R-880989 PA united States

Steel

Carnegie Gas Gas cost-of-savice, rate

design.

11/88 88-171-

EL-AIR

88-170-

EL-AIR

OH Industrial Energy

Ccnsume¢s
Cleveland Eectlid

Toledo Edison.

Genera! Rate Case.

Weather normalization of

peak loads, excess capadiy.

regdatoryp°i¢;y_

3/89 870216/283 PA

284/28s

Armco Advarwed

twawerials Cum..

nleghenv Ludlum

Corp.

West PennPower Co. Cdcuiated awarded paddy,

reeoveiy of capacity payment

J. KENNEDY AND ASSOCIATES, INC.
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Expert Testimony Appearances
of

Stephen J. Baron
As of March 2008

I Date Case Jurlsdlct. Party uxnny sublet\

8/89 8555 TX Otzddentai Chemical

Corp.

Houston Lighting

& Power Co.

Cost-of-sawce,rate design.

8/89 3840-U GA Georgia Public

Service Commission

Georgia P'ower Co. Revenue fmecastlng, weather

normalization.

9/89 2087 NM Altomey Genial

of new Mexico

Public Selvice00.

d New Mexico

10/89 2262 NM New Mexico Industrial

Energy Consumers

Rlbllc Service CO.

of New Mexico

Prurience F9l0 Verde Nuclear

Units 1, 2and3, Ioadlore-

wsting.

Fud adjwhneut douse, of!-

system sales, cost-of-sewice,

rate design, malgind cost.

11/89 38728 IN Industrial Consumers

for Falr Uiiiity Rates

IndianaM*'Glli9==\f1

Power Co.

Enwess wpadty, capacity

equdizallinn, jurisdictional

cast anacauon,rate design,

interruptible races.

1/90 U-17282 LA Louisiana Public

Service Commission

staff

Gulf States

Ulil

Jurisdictional cost location,

O&M expose analysis.

5/90 890866 PA GPU Industrial

lntewenors

nearupdmn
Edison 00.

Non-utiitygenetatorccst

recovery.

6/90 R-901609 PA Arms Advanced

Allegheny Ludlum

Corp.

West Penn Power Co. Albeauon of OF demand changes

in the lad met cost-4%

sen/ice, rate design.

9190 8278 MD m8tylam lndusilial

Group

Baltimore Gas &

Eechicc0.

ChasM-of-service, rate design,

revenue dl son.Ar:

12/90 U-8846

Requital

Ml Association of

Businesses Advocating

Tar6tT Equity

Ccnsumels power

00.

Demand-side management,

environmental externalities.

12190 U-17282

Phase N

LA Louisiana Public

Semfce Canmisdcn

snarf

Gunsmans

Ufilties

Revenue l9quilements,

Iurlsdidional dlucatlon,

12190 90-205 ME Airoo lnausnian

Gases

CwtlalMaine PPM
Co.

Invesiigaton lm
intenuptible sendce and rates

1/91 90~12-03

lMefim

CT Connedicili Industrial

EVWW Consumers

Connecticut gm

& Power Co.

lntefim rate relief, Rancid

analysis, doss revenue allocation.

J. KENNEDY AND ASSOCIATES, INC.
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Exhibit (SJB-I)
Page 6 of]6

Expert Testimony Appearances
of

Stephen J. Baron
As of March 2008

1 Date Case Jurlsdld.

CT

Party uuuty Sublet

5/91 90-12-03

Phase ll

Connecticut lndustlial

Energy Consumers

Connedlcui  gm

a Power Co.

Revenue requilsmemts, cost-0f-

service, rate design, demand-side

management

8/91 E-7, SUB

SUB 487

NC Noflh Carolina

lndusiiial

Enelgy Consumers

Duke Power Co. Revenue requirements, cost

allocation, rate design, demand~

side management

a/91 8341

Phase |

MD Weslvaoo CNP pow nac Edison CO. Cod allocawlcn, vote design,

1990 Clean Air Ad Amendments.

8/91 91-372

EL-UNC

OH Armco Stud Co., L.P. Cillcillnati Gas &

Electric Co.

West Penn Power Co.

Economic anaiysb d

cogeneration, avoid cos! rate.

9/91 P-910511

P-910512

PA Megheny Ludlum Corp.,

Arm00 Advanced

Malelials Co.,

The West Penn Power

lndushid Users' Group

Economic analysis of proposed

CWIP Rider for 1990 Clean Air

Ad Amendments expenditures,

9/91 91-231

-E-NC

WV West Wginia Energy

Users' Group

Monongahela Prower

Co.

Economy: analysis of pscposed

CWIP Rider for1990 Clean Air

Ad Amendments expenditures.

10191 8341 .

Phase ll

MD Westvaoo C°fP- PotomacEdisoll CO. Economic analysis M proposed

CWP Rider Br 1990 Clean Alf

Act Amendments expenditures.

10/91 U-17282 LA LouisianaPublic

Service Commission

ralf

Gulf states

Utilities

Results o! comprehensive

management audit

NoW: no testimony

was preiled on this.

11/91 U-17949 LA

Subdockei A

Louisiana Public

Service Commission

am s

South Central

Bal Telephone Co.

aid proposed meager with

Souther Ben Telephone Co.

Analysis d' South Central

Bars 1estruduring and

12/91 91-410-

EL-AIR

OH AmtG0 Sled Co.,

Air Pmducvs &

Chanicds, ll lc.

Cincinnati GB

& Elediic CQ.

Rate design, intemzptibb

rates.

12/91 P-880286 P A Armco Advanced

Alegheny Ludlum Corp.

West Penn Power Co. Evaluation of appmpriale

avoided capacity costs -

QF pmjeds.

i

J. KENNEDY AND ASSOCIATES. INC
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Expert Testimony Appearances

Stephen J. Baron
As of March 2008

Data Casa
1192 0-913424

Jurlsdict.

PA

party

Duquesne lntanuptibb
compnamanvs

amity

Duquesne Light Co

Subject

Industrialiltenupiiblerate

6192 92-02-19 CT Conneclialt Industrial

Energy Consumes

NM Public Service CO

of New Mexico

8/92 R-00922314 PA

lndusaid lntervenors

Gpulnaustnal Meuupaatan Edison
design, energy eosl Mia

9192 39314 Indusllial Consumers

Fm Fw utuny Rams

Indiana Michigan Cost-of-sewice, rate design

energy cast rats, rate treatment

10/92 M-00920312 PA The GPU Industrial

lntetvenols

Pennsyivan' Cost-of-sewice, rate design

energy cost rats, rate treatment

1z92 U-17949 LA LouisianaPublic

Service Commission

South Central Bel Management audio

12192 R-00922378 PA West Penn Power Co

The WPP Industid

Cost4:f-service, rate deign

energy cost rate, S02 allowance

rate treatment

1/93 8487 MD The Maryland

Industrial GAP

Electric cost-of~senIcs and

rate deign, gasme design

(flexible mes)

2/93 E002lGR-

92-1185

MN N0l'lh StarSled Co Norther States

Luwsaana Public

Service Commission

Staff

swf States

Utii1iaslEntergy

Merger of GSU into Energy

System; impact on system
ER92-806- Regulatory

7/93 93-0114-

E-C

WV Monongahela Power Interruptible rates

8/93 930759-EG FL Florida lndustlial

PowerUsers' Getup

Cost recovery and allocation

ofDSM costs

9/93 M-009 PA Lehigh Vdl8y

Power Committee

Pennsylvania Power

& Light Co

Ratemaking treatment Rf

off-system sales revenues

J. KENNEDY AND ASSOCIATES. INC
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Expert Testimony Appearances

Stephen J. Baron
As of March 200B

i Date Case Jurlsdlct Party balmy

I

I
11/93 346 Kentucky Industrial

fumy Customers

Nlocaticn gas pipeline

transition c0518 . FERC Order see
I

12/93 U-17735 Louisiana Public Nwear plant prudence
forecasting, excess capacityPower Cooperative

4194 E~015l MN Large Pwwet Interveners Minnesota Power Cost location, rate design

rate phase-inplan

5/94 U-20178 LA LouisianaPublic

Service Commission

Louisiana Power &

imegtamed lesuurce plan and

demand-side management program

7/94 R-00942885 PA West Penn Fllwsr Co

West Penn Power

Industrial Intewwors

Cost-of-service. allocation of

rate increase, rate design

admission allowance sales. and

operations and maintenance expense

7/94 94-0035- WV lrglma

Energy Users Group

Monangahda Power Cost-of-sendce. alkxtafion of

rate increase, and rate design

13-000 Enemy

Louisiana Public

Service Commission

Analysis of eanended lesewe

shutdown units and violation of

system agreement by Entelgy

9/94 R-00943 PA Lehigh valley

Power Committee

Pennsylvania Public

Unify Commission

Analysis d intanuptible rate

terms and conditions, avalabiity

9/94

0e1c0001

U-177a5 LA Louisiana Public

Sewioe Commission

Cajun File¢ltic
Power Cooperative

Evaluation of appropriate avoided

9/94 U-19904 LA Louisiana Public Gulf States Revenue nequiwnents

10194 5258-U GA Geclgia Public
SelvaGe Commission

Proposals toaddress Gvmvetitiw

In tdecommunkation markets

11/94 EC94-7-000 FERC Louisiana Public

Service Commission and Cemraland

Merger economy transmission

equalization hold harmless

2/95 941-430EG CO CF&l Steel. L.P Publitl Service

Company of

lntenuptibte rates

UtHitiesEntergy

J. KENNEDY AND ASSOCIATES, INC
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Expert Testimony Appearances
of

Stephen J. Baron
As of March 2008

Date Case Jurisdict. Party urey Subject

4/95 R-00943271 PA
r

PP&L Industrial

Custumef Alliance

Psnnsyivania Power

& Light Co.

I

Cost-of-service, allocation of

rate increase, rate design,

irweunxptible mes.

6/95 C-00913424 PA

C-00946104

Duquesne Intemlptible

Complainants

Duquesne Light Co. lntsmJpiiJla rates.

8/95 ER95-112

-000

FERC Louisiana Public

Service Commission

Enwgv Services,

Inc.

Open Access Transmission

Tariffs - Wholesale.

10195 U-21485 LA Louisiana Public

Service Commission

GUM scams

futures Company

Nuclear decommissioning.

revenuerequirements,

capital stluclure.

10195 ER95-1042

-000

FERC Louisiana Public

Service Commission

sven Energy

Resauwes, Inc.

Nuclear decommissioning.

revenue lequivemenis.

10/95 U-21485 LA Louisiana Public

Sew beCommission

Gull Sfaiss

Utilities Co.

Nuder decommissioning and
cost of debt capital, capltd
stludure.

11/95 1-940032 PA Industrial Energy

Consumers d

Pennsy1van`

Siaiswidé .
all utiilies

Relay ccmpetidon issues.

7196 U-21496 LA Louisiana Public

Service Commission

Central Louisiana

Electric CO.

Revenue requitement

analysis.

7/96 8725 MD Maryland lndustlid

Group

Baltimore Gas &

Elem. Co.,Potomac

Etc. Fewer Co.,

Consolation E"€I9Y
Co.

Ralemaldigissues

assodatedwiIhaMelger.

8/96 U-17735 LA Louisiana Public

Service Commission

Cajun Eedlic

Power Cooperative

Revenue l'gquil¢m9n{3_

9/96 U-22092 LA Louisiana Public

Service Commission

EIWQV Gulf
states, Ina

Decommissioning, weather

uamdization,capild

stluclure.

2/97 R~973577 PA Phiiaddphb A198

Industrial Energy

Users Group

pEck Enemy co.

I

I

I

i 6/97 civl

Action

No.

94-11474

US Bank-

funlvv
Coin

Madre DiSwilid

of Louisiana

Louisiana Public

SefviGe Commission

Cajun Eedlic
Power Cooperative

Competitivelesttruduring

policy issues, stranded cast,

transitiond\8l§88.

ConfirmationOf i organization

Dan; analysisOf rate paths

produced bycompetingplans,

I
1

J. KENNEDY AND ASSOCIATES, INC.
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Date ` Case Jurlsdlci. Party fumy Sublet

6/97 R-973953 P A Philadelphia Alee

mdusuial Energy

Users Group

PECO Energy Co. Retall competition issues, rate

unbinding. stranded cost

analyst' .

6/97 8738 MD Maryland Indushid

Group

Generic Retallcompetliicnissues

7/97 R-973954 PA PP&L Industrial

Customer Alliance

Pennsylvania Power

& Light Co.

Retail compeiltion issues, rate

unbundling, stranded cost analysis.

10/97 97-204 KY Alcan Aluminum Com.

S¢uu1v4ue Co.
BlgRivur

Eed1icCorp.

Anaryslsaf aomfsaviceissues

-BlgRil¢ersRestluc:luring Plan

10/97 R-974008 PA Meuupolnan Edison

Industrial Users

meunposuan Edison

CO.

Retail competition Issues, tam

unbundling, stranded cost analysis.

10/97 R~974009 PA Pennsylvan' Eledlic

lndustria\Custcmer

Pennsylvania

Electric Co.

Retail eompetilcn issues, rate

unbundling, stranded coat analysis.

11/97 U~22491 LA Louisiana Public

Service Commission

Energy Gulf

stows, Inc.

Decommissioning, weather

normalizaiinn, capital

structure.

11/97 P-971265 PA Philadelphia Alas

lndusirlal E"°l9Y
Users Group

Enron EAR!

Sevres Pnwef, Inc/

PECO Energy

Anaws ofR81si|

Resllucturing P\09°Sa1-

12197 R-973981 PA WestPenn Power

Industrial Intefvsnors

West Penn

Power Co.

1w7 R-974104 PA Duquesne lrnusniaI

\ntervenols

Duquesne

Ligmco.

Rena! competition issues, :ate

unbundling, stranded eos!

analysis.

Retail oompelitlnn issues, rate

unbundling, strander ws:

andysvS.

also U-22092

(Allocated Stranded

Cost Issues)

LA Louisiana Public

Sewioe Commission

Gulf Slates

Uiiilies Co.

Retail competition, stranded

I

I
I

I

3/98 U-22092 Louisiana Public

Service Commission

Gulf slams

Ina

Silanded cost qxaniiiicauicn,

xestluduring issues.

9/98 U-17735 Louisiana Public

Sefvwe Cammi$gbn

Cajun El8dlic

Power Cooperative,

inc.

Revenue requirements analysis.

weather nomrallzatbn.

12/98 8794 MD Maryland lm\Buial

Getup and

Baltinow Gas

and Eedfic Co.

Eledlic utiilly restructuring,

stranded cost ¢ee0very. rate

i
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Expert Testimony Appearances
of

Stephen J. Baron
As of March zoom

Date Case Jurlsdlct. Party

Millennium Inorganic

Chem' Is Inc.

uunq Sublet
unbinding.

m e a U-23358 LA Louisiana Public

Service Commission

Entefgy G i f

sums, Inc.

Nuclear deeomnlissioning, weather

nonmdization. Entelgy Sys mm

Agreement.

5/99 E c -s a

(Cmss- 40-000

Answering Testimony)

FERC Louisiana Public

Service Commission

American File¢tm:
Phw9f CO. a. CBI1l7al

Suuih West C°fP

Meugerissues legated to

market powermitigatlon proposals.

5499 98-426

(Response

Testimony)

KY K°fIy4I¢l<V lndusllial
Utility Customers, Inc.

Louasvile Gas

& Eledlic Cu.

PeMwmance based regutaiion,

settlementproposal issues,

aces~subsidies between electlia

gas senliees.

was 98-0452 WV West Wginia Energy

Users Group

Appalachian Power,

Monongahela Fower,

& Potomac Edison

Companies

Electric utility lasuuctaring,

stranded cost lecovsry, rate

unbundling.

7/99 9903-35 CT Connecticut Industrial

\Energy Consumers

United Illuminating

Company

Eectl ic  uwv reshuduling,

suanaed cost lechery, rate

unbundling.

7/99 Adversary U.S.

Proceeding Bankruptcy

ND.98-1065 Court

Lou' 'Ana Rlblic

SelvaGe Commission

Cajun Electric

POWell' Coopaalive

Motion m dissnava

preliminary lnjundlon.

7/99 99-03-06 CT Connection Industrial

Energy Consumers

conneaut Light

8» Power Co.
Electric utility Iestxudufing,

stranded cost recovery, rate

unbundling.

10/99 U-24182 LA Louisiana Public

Service Commission

Entlergy Gulf

saws, Inc.

Nudeardecommlssicning, weather

normalization, Entelgy Systan

Agreement

12199 U-17735 LA Louisiana Public

Service Commission

Cajun Electlic

Paws Cooperative,

l m

Auanlysi d Proposed

C0ntfa<,1 Rates, Mamet Rates.

I

G8100 U-17735 LA Louisiana Public

Servloe Commission

Cajun Electric

Power Coopelatlve

Ina

Evakzation of Ccopaative

Power Contract Elections

03/00 99-1658-

EL-ETP

OH AK Steel Coloration Cincinnati Gas &

Eledlic Co.

Eledlic utility restrucwling,

stranded castrecovery, rate

Unbunding.

re
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Stephen J. Baron
As of March 2008

Date Case Judsdlci utnny subsea

08/00 980452 WVA West Wginia
Energy Users Group

Appall-liarppm~gf cg
wunencanaecnicco

Elecllic wililyrestructuring

rate unbundling

08190 was: Vitglnia

Energy Users Group PotomacEdison Co

Electricutlilynestlucturing

late unbinding

10100

00-1050 WVA

00-1051-E-T

soAH473- TX The DaIlas»F0r! Worth
Hcspitd Counci and

Eleam utility rssiaucMring

rate unbundling

Indepwdent Coleges

1200 U-24993 LA Louisiana Public

Service Commission

Nuclear decommissioning

cuvenue requirements

12/00 EL00-G6- LA

000 & ER00-2854

Louisiana Public Enteagy Services Inc Irma-Company system

Agreement Modifications for

Md! competition, inlenuptlale load

04101 U-21453. LA Louisiana Public Energy Gulf Jurisdictional Business Separation

Texas Reshuauring Plan

(sunawwz B)
Addnasdng Contested Issues

10/01 14000-U GA Genlgla Public Georgia Power Co Test year revenue fnnacast

11/01 U-25687 LA Louisiana Public

Sewioe Commission

Energy Gulf

safes. ll'lC.

Nuclear decommissioning requirements

hransmissinn :avenues

11/01 U-25965 LA Louisiana Public Independent Transmission Company

("Transco"). RTO rate design

0a/02 001148-EI FL sum Florida Hospital

and Healthcare Asses;

Florida Power &

Light Company

Retail cost ofservice. rate

design, lesoumeplanning and

demand side management

06/02 U-25965 Louisiana Public

Selvine Commission

Energy Gulf States

En(elgy Louisiana

07/02 U-21453 Louisiana Public

Sen/ice Commission

SWEPCO. AEP Judsdidoual Business sep

Texas Restluduring Plan

1

J. KENNEDY AND ASSOCIATES. INC
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Exhibit (SJB-1)

Page 13of16

Expert Testimony Appearances
of

Stephen J. Baron
As of March 2068

Date Case Jurlsdlct. Party uuuty Subigd

08102 U-25888 LA Louisiana Public

Service Commission

Entevgy Louisiana, Ina
Energy Guff States, Inc.

Modifications IT the Inner-

Company System Agleanent,

Production Cost Equalization.

08/02 EL01-

88-000

FERC Louisiana public

Selviue Commission

Energy Services Inc.

and the Energy

ovewiins Companies

Modlicalbfls it me llltsr-

Compary System Agleemant,

pwaucuon Cost Equalization.

11/02 02S-315EG CO CF&l Steel & Climax

Molybdenum CO.

Fud Adjustment Clause

01/0a U~17735 LA Lu i s '  no Public

SelvaGe Commission

PublicService Co.d

cnlomdo

LouisianaC°°PS Contract Issuer

obama 02S-594E CO Cripple Clerk and

Vicar Gad Mining Cc.

Aquila, lm Revenue requirements,

puldlased power.

04403 U-26527 LA Louislana Publlc

Service Commission

Energy Gulf States, Inc. Weather normalization, power

purchase expenses, System

Agreement expenses.

won ER03-753-000 FERC Louisiana Public

Service Commission

staff

Energy Sewioes, Inc.

and the Energy Operating

Companies

Proposed modifications to

System Agreement Tariff MSS4.

11/03 ER03-583-000 FERC

ER03-583-001

ER03.583_g02

Louisiana Public

Service Commission

Energy Services, Inc.,
the Energy Operating

Companies, EWO Market-

Ing, L.P, and Enlslgy

Fkzwer, Inc.

Evaluation of Wholesale Puldiased

P0~rJ8r Contracts.

ER03-681-000,

ER03-681-001

ER03-G82-000,

ER03-682-001

ER03-682-002

12»0a U-27136 LA Louis' na Public

Saviee Commission

Energy Louisiana, Inc. Evduaiiun0f.Whalesale Purchased

Power Contracts.

01/04 E-01345-

03-0437

AZKlnger Company Arizona Public Service Co. Revenue allocation rate design.

02104 00032071 PA Duquesne Industlid

Intetvencfs

Duquesne Light Company Provider of last resort issues.

0304 03A-436E CO CF&l Steel, LP and

ClimaxMalyhedenum

Public Semite Company

of Cdolado

Puld1a$ed F'0w%r Adjustment Clause.

J. KENNEDY AND ASSOCIATES, INC.
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Exhibit (SJB-I)
Page 14 nfl6

I
l

Expert Testimony Appearances
of

Stephen J. Baron
As of March 2008

i Date Case Jurisdlct.

04494

Party utuny Sublggi

1
1

2008-00433 KY

2003-00434

Kentucky Industrial Utility

Customers, Inc

Louisville Gas a Eledtic CO.

Kentucky www ca.

C°su>fsew1¢=eRa\ane=ign

06104 03S-538E CO Cdpple Creek, V s ! Gold
Mining Co., Good'rldl Corp.,
Hdcim (U.S.,). Inc., and
The Trane CO.

Aquila, lm. Cost M Sennbe, Raw Design

lnierruptible Rates

06104 R-00049255 PA PP&L lndusttid Customer

Al!iaw\ce PPLICA

PpLEIedricUiii!iwCurp. Cos! of service. rate design,

Iarifi issuesand transmission

seniG8 C*'l8f9°-

1olo4 04s-164.9 CO ca» sea Company, Climax
Mines

Public Setvkze Company

M Cnlulr-Jd°
Cost of service, rats design,

klieflllpiible Rates.

03105 Case No. KY

2004-00426

Case No.

2004-00421

Kentucky Industrial

Uliliiy Cust0mels, Inc.

Kenwdw Utiilies

LDuBvill€ Gas & Eledlic CO.
Environmentalcod lecovay.

06/05 050045-EI FL sum Fl0rid8 Huspilal

and Healthcare Assoc

Florida P'ower &

Light Company

Retag cost of service, rats

design

07105 U-28155 LA LouisianaPublic

ServiceCommissionStaff

Energy Loulsia na, Inc.

EnteugyGulf States, Inc.

Independent Coordinator of

Transmission - Cos1lBeue5t

owns Case Nos, E v A

05-0402-E-CN

05-0750-E-PC

WW Vrginia Energy
Users Group

Mon Power Co.

Potomac Edison Co.

Envimnmamtal oust recovery,

Sewrilization, Financing Order

01106 2005-00841 KY Kentucky luau$tnaa

UtiityCustomels, Inc.

KentuckyPowerCompany

03106 U-22092 LA Louisiana Public Service

Commission staff

Energy GulfSlates, Inc.

Cost d sewioe, rate deign,

transmission expanses. Congestion

Cost Recovery Mechanism

Separation of EGSI into Texas and

Louisiana Companies.

04106 U-25116 LA Louisiana Public: Sefvfce

Commission Sus

Energy Louisiana, Inc. Transmission Prudence ImIes1igat.i0fl

06/06 R-00061346 PA

00001-0005

Duql.l8sn€ Indlshid
Intavencls & IECPA

Duquesne Light Co. Costof Service, Rails Design, Transmission

ServiceCharge,Tariff Issues

06106 R-00061366

R-00061367

P-00062213

P-00062214

Met-Ed Industrial Energy

Users Gluup and Pnnelec

lI1d\1S\!ia\ Cusiumer

Alliance

Meuwupolitan Edison Co.

Pennsyivmia Electric Co.

Generation Rate Cap,TlaI1smission Service

Charge, Cost of Service, Rate Design, Tariff

Issues

07/06 U-22092

Sub-J

LA Louisiala Public Sewioe

Commission staff

Energy Gulf States. Inc. Separation of EGSI into Texas and

Louisiana Companies.

E

1

J. KENNEDY AND ASSOCIATES, INC.
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Exhibit (SJB-1)
Page 15 ofl6

Expert Testimony Appearances

of

Stephen J. Baron

As of March 2008

Date Case Jurlsdlct.
07/06 Case No.

2006-00130

Case No.

200600129

KY

Party

Kef»t~d<y II1d1sIrial
unuuy Customer, Inc.

utmq
KBf1nd<V Utilities

Loulsvible GaS a. Eledlic Co.

Subl_ect

Environmentalcost 1ecovsry.

came Cas iNo. VA

PUE-2006-00065 F0fFair UtiliKy RElleS

Appalachian Purer Co.

11/06 Dr aNo. CT

97-01-15RE02

Conl18dicu1mausnial

Enemy Consumers

conneamn Light & FWS!
United WMWW19

Cost Allocation, Alocation of Revenue Ina,

Off-System Sales margin rate ueannem

Rate unbinding issues.

01/07 Case No. WV

G6-0860-E-42T

U-29764 LA

West Wginia Energy
Users Group

Mon Purer Co.

Potomac Edison Co.

Retail Cost of Service

Revenue apportionment

03/07 Louisiana Public Sewica

Commission scan

EfWsf9¥ Gulf saws Inc.
Entefgy Louisiana, LLC

lmplemenialion 04' FERC Decision

Jurisaiuinnal & Rilke Class Al10¢:a1x>n

o s l w Casino. OH

07-63-EL-UNC

OhioEnd¢gy Group Ohio Fever, Columbus

Scuthem Power

Environmental Surd\alge Rate Design

05107 R-00049255 PA

Rernand

PP&L Industrial Cuslnmer

Nuance PPUCA

PPL Eledlic Utiities Com. Cost of sen/ics, rate design,

tariff issues and transmission

sefviue charge.

0em7 R-00072155 PA PP&L Industrial Customer

Nuance PPUCA

PPL EledlicUliilies COW- Cost d service, late d€5i9".
farlff issues.

07/07 Duo No. CO

07F-037E

Gateway Canyons LLC Grand Valley Power Coop. Distribution Line Cost Allocation

09/07 Doc.No. WI

U5-UR-t03

Wisconsin Industrial

Energy Group, Mc

Wisconsin Electric Pwuer Co. Cost of Service, rate design, tariff

Issues, lnienupiible laths.

11/07 ER07-682-000 FERC Louisiana Public

Service Commission

Staff

Energy Services, Inc.

and the Energy Opelating

Companies

Proposed modifications to

System Agreement Schedule mss-a.

Cost fimdiunalizalibfl issues.

1/08 Doc. No. WY

20000-277-ER-07

Cimarex Energy Company Rocky Mountain Power

(padficwpu

Vantage Pricing, Marginal Cost Pricing

Plojeded Test Year

1/08 Case No.

07-551

OH Ohio Energy Group Ohio Edison, Toledo Edison Class C061 of Service, Rake Reshucturing,

Cleveland Electric Illuminating Appuationment of Revenue Increase to

Rafe Sdledules

J. KENNEDYAND ASSOCIATES, INC.

1
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Exhibit? (SJB-1)
Page 16 nfl6

Expert Testimony Appearances

Stephen J. Baron
As of March 2008

Jurlsdlcl. Party fumy

21118 ER07-956 FERC Louisiana Public

Service Commission

Staff

Energy Services, Inc;

and the EnergyOperating
Entefgys Compliance Fling

System Agreement Bandwidth

2/na D00 No. PA

P-00072342

West Penn Fewer

Industrial lnnelvenuls

West PennPower Co Default SelvioePlan issues

J. KENNEDY AND ASSOCIATES. INC

3
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EXHIBIT___(SJB-2)

OF

STEPHEN J. BARON

L

i BEFORE THE

ARIZONA CORPORATIONCOMMISSION

In the Matter of the Filing by Tucson Electric
0650
Power Company to Amend Decision No. 62103

) Docket No. E-01933A-05-

)

)

) Docket No. E-01933A-07-

In the Matter of the Application of Tucson Electric
Power Company for the Establishment of Just and)
Reasonable Rates and Charges Designed to Realize
0402
A Reasonable Rate of Return au the Fair Value of
Its Operations Throughout the State of Arizona

)
)

ON BEHALF OF THE

KROGER co.

I

\

i

i
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sunken
(M -October |

WINTER
(November - rim

kgr. 80.043001 80.03s219
IShculdor k 80.0279a5 WA

M a k 50.022651 80.017969

SUMMER

(II -October)

WINTER

(November - FW)
On-paak w.072176 $0.060579

Shoulder- s0.0aeass N/A
on- $0.022878 s0.011179

Pricing Plan GS-85N
General Service Time-of-Use

77l95l°Z!lF1H4°U

F'lxed Must-Run (SeeMust-Run Genel'8m:icn -Rider No. 2)

System Benefits

Transmission

$00003293 per kph

s0.00044a Vet kph

$0.007298 per kph

Transmission Anoillay Sewioes

System Control a Dispatch 80.000099 pa kph

Reawre supply and vunage control s0.000390 W kph

Regulation and Frequency Response 80.000377 pa kph

Spinning Reserve Service s0.001024 per kph

Supplemented Reserve Safvice 50.000167 per kph

Energy lmbalanoe Savior: arrrentty dragged pursuant to the Company's oATh

Generation Charges

Generation Capacity

Fuel and Purchased Power

80.000171 per kph

DIREQT ACCE$§
A customer's Direct Access Bil wit include dl unbundled components except those services provided by a qualitled Mira Daffy- Those
sewlces may Induce Metering (Installation, Maintenance andlor Equipment), Meta Reading, Billing and Collection, Trensmi ion and
Garaation. If any of these services are not enrailable from a third varlet supplier end must be obtained lie the Company, the rates for
Unbundled Components set lcrlh In this tariff will be applied to the custcmefs bill

)

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
Achange per kph shall, subject to FERC axtholizaticn, be addled for costs associated with the implementation of the AISA In Arizona

Filed By:

District:

Raymond S. Herman

Senior Woe President, General Counsel

Entire Electric Service Neo

PENDING

I

I'l l



EXI-IIBIT_(SJB-3)

OF

STEPHEN J. BARON

\

BEFORE THE

ARIZONA CORPORATION COMMISSION

In the Matter of the Filing by Tucson Electric
0650
Power Company to Amend Decision No. 62103

) Docket No. E-01933A-05-

)

)

) Docket No. E-01933A-07-

In the Matter of the Application of Tucson Electric
Power Company for the Establishment of Just and)
Reasonable Rates and Charges Designed to Realize
0402
A Reasonable Rate of Remrn on the Fair Value of
Its Operations Throughout the State of Arizona

)
)

ON BEHALF OF THE

KROGER co.
1

I
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Exhibit (SJB-3)
Schedule 1

TUCSON ELECTRIC POWER
LARGE GENERAL SERVICE TIME OF USE _ LGS-85N
Cost of Service Methodology

Line No.
New Billing

Determinants
TEP Proposed

Rate
Proposed
Raven uh

1 Customer Charge 7,812 $371 .88 $2,905,127

2
3

1,753,711
1,753,711

$3.00
$1.00

$5,261,134
$1,751,958

4
5

DEUVERY DEMAND CHARGES
Summer Demand
On Peak kW
off peak kW
Winter Demand
On Peak kW
off Peak kW

1,732,383
1,732,383

$3.00
$1.00

$5,197,150
$1,730,651

s
7
8

153,880,266
464,852,681
147,863,362

$0.056992
$0_035742
$0.04107/

$8,769,9t2
$16,614,667
$6,073,625

9
10

DELIVERY ENERGY CHARGES
Summer
On Peak kwhs
off Peak kwhs
Shoulder Peak kWhs
Winter
On Peak kwhs
Off Peak kwhs

199,664,087
366,449,150

50.052310
$0.031060

$10,444,345
$11,381,757

11

12

13

Revenue Delivery Charges

Generation Capacity 1,332,709,547 0.000171

$70,130,325

227,813

FUEL & PURCHASED POWER
Summer
On Peak kwhs
Off Peak kwhs
Shoulder Peak kwhs
Winter
On Peak kWhs
off Peak kwhs

153,880,266
464,852,681
147,863,362

0.072176
0.022676
0.036366

11,106,525
10,541,190

5,377,217

199,664,087
366,449,150

0.060679
0.011179

12,115,445
4,096,586

14 TOTAL REVENUE $113,595,101

15
16

TOTAL LGS-85N k p h
Cust

1,332,709,547
651

l
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Exhibit
E
i
E
I
I
I

TUCSON ELECTRIC POWER
LARGE GENERAL SERVICE TIME OF USE I LGS-85N
Costof Service Methodology

(SJB-3)
Schedule 2

New Billing
Determinants Proposed Rate

Proposed
RevenueLine No.

1 Customer Charge 7,812 $371 .88 $2,905,127

2
3

1,753,711
1,753,711

$5.63
$1 .00

$9,873,395
$1 ,751 ,958

4
5

DELNERY DEMAND CHARGES
Summer Demand
On peak kW
Off Peak kW
Winter Demand
On Peak kW
Off Peak kW

1,732,383
1,732,383

$s.sa
$1.00

$9,753,318
$1,730,651

e
1
a

DELIVERY ENERGY CHARGES
Summer
On Peak kWhs
Off Peak kwhs
Shoulder Peak kwhs
Winter
On Peak kWhs
Off Peak kWhs

153,880,266
464,852,681
147,863,362

$0.049694
$0.028444
$0.033778

$7,646,894
$13.222,172

$4,994,518

9
10

199,664,087
366,449,150

$0.045012
$0.023762

$8,987,196
$8,707,411

11

12

Revenue Delivery Charges

Generation Capacity 1,332,709,547 0.000171

$69,572,639

227,813

13

153,880,266
484,852,681
147,863,362

0.072176
0.022676
0.036366

11,106,525
10,541,190
5,377,217

FUEL & PURCHASED POWER
Summer
On Peak kwhs
Off Peak kWhs
Shoulder Peak kwhs
Winter
On Peak kwhs
off Peak kwhs

199,664,087
366,449,150

0.060679
0.011179

12,115,445
4,096,586

14 TOTAL REVENUE $113,037,415

15
16

TOTAL LGS-85N kph
Cust

1,332,709,547
651

\

i

I

I

I

I
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4» Exhibit
4'

(SJB-3)
Schedule 3

TUCSON ELECTRIC POWER
LARGE GENERAL SERVICE TIME OF USE _ LGS-85N
Costof Service Methodology

I Line No.
New Bllllng

Determinants Proposed Rate
Proposed
Revenue

I
I

i
I

!

1 Customer Charge 7,812 $371.88 $2,905,127

2
3

1,753,711
1,753,711

$7.88
$1.00

$13,819,246
$1,751 ,958

4
5

DEUVERY DEMAND CHARGES
Summer Demand
On peak kW
Off Peak kW
Winter Demand
On Peak kW
Off Peak kW

1,732,383
1,732,383

$7.88
$1 .00

$13,651,180
$1,730,651

6
1
8

153,880,266
464,852,681
147,863,362

$0.043808
$0.022558
$0.027892

$6,741 ,226
$10,486,264
$4,124,262

9
10

DELIVERY ENERGY CHARGES
SuMmer
On Peak kwhs
Off Peak kwhs
Shoulder Peak Ms
Winter
On Peak kwhs
Off Peak kwhs

199,664,087
366,449,150

$0.039126
$00017875

$7,812,066
$6,550,681

11

12

13

Revenue Delivery Charges

Generation Capacity 1,332,709,547 0.000171

$69,572,639

227,813

FUEL a. PURCHASED POWER
Summer
On Peak kwhs
Off Peak kwhs
Shoulder Peak kWhs
Winter
On Peak kwhs
Off Peak kWhs

153,880,265
464,852,681
147,863,362

0.072176
0.022676
0.056366

11,106,525
10,541,190

5,377,217

199,664,087
366,449,150

0.060679
0.011179

12,115,445
4,096,586

14 TOTAL REVENUE $113,037,415

15
16

TOTAL LGS-85N kph
Cust

1,332,709,547
651



EXH[BIT___(SJB-4)

OF

STEPHEN J. BARON

I

I

BEFORE THE

ARIZONA CORPORATION COMMISSION

In the Matter of the Filing by Tucson Electn'c
0650
Power Company to Amend Decision No. 62103

) Docket No. E-01933A-05-

)

)

) Docket No. E-01933A-07-

In the Matter of the Application of Tucson Electric
Power Company for the Establishment of Just and)
Reasonable Rates and Charges Designed to Realize
0402
A Reasonable Rate of Return on the Fair Value of
Its Operations Throughout the State of Arizona

)
)

ON BEHALF OF THE

KROGER co.

I
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l~ Exhibit (SJB-4)
Schedule 1

TUCSON ELECTRIC POWER
LARGE GENERAL SERVICE TIME OF USE I LGS-85N
Hybrid Methodology

Line No.
New Billing

Determinants
TEP Proposed

Rate
Proposed
Revenue

1 Customer Charge 7,812 $371.88 $2,905,127

2
3

1,753,711
1,753,711

$3.00
$1.00

$5,261,134
$1,751,958

4
5

DELIVERY DEMAND CHARGES
Summer Demand
On Peak kW
off Peak kW
Winter Demand
On Peak kW
Off Peak kW

1,732,383
1,732,383

$3.00
$1.00

$5,197,150
$1,730,651

6
7
8

153,880,266
464,852,681
147,863,362

$0.056992
$0.035742
$0.041076

$8,769,912
$16,614,667
$6,073,625

9
10

DELIVERY ENERGY CHARGES
Summer
On Peak kwhs
off Peak kwhs
Shoulder Peak kwhs
Winter
On Peak kWhs
Off Peak kWhs

199,664,087
366,449,150

$0.052310
$0.0a10e0

$10,444,345
$11 ,381 ,757

11

12

13

Revenue Delivery Charges

Generation Capacity 1332,709,547 0.000208

$70,130,325

277,770

153,880,266
464,852,681
147,863,362

0.081447
0.031947
0.045637

12,533,078
14,850,625

6,747,990

FUEL & PURCHASED POWER
Summer
On Peak kWhs
Off Peak kwhs
Shoulder Peak kwhs
Winter
On Peak kwhs
off Peak kwhs

199,664,087
366,449,150

0.069950
0.020450

13,966,439
7,493,767

14 TOTAL REVENUE $125,999,994

15
16

TOTAL LGS-85N kph
Cust

1 ,332,709,547
651



Exhibit (sJB.4)
Schedule 2

TUCSON ELECTRIC POWER
LARGE GENERAL SERVICE TIME OF USE I LGS-85N
Hybrid Methodology

Line No
New Billing

Determinants Proposed Rate
Proposed
Revenue

Customer Charge $2,905,127

2
3

1.753.711
1.753.711

$9,873,395
$1 ,751 ,958

4
5

DELNERY DEMAND CHARGES
Summer Demand
On Peak kW
off Peak kW
Winter Demand
On Peak kW
Off Peak kW

1.732.383
1.732.383

$9,753,318
$1 ,730,651

6
7

153.880.263
464.852.681
147.863.362

$0.049694
$0.028444
$0.033778

$7,646,894
$13,222,172

$4,994,518

9
10

DELNERY ENERGY CHARGES
Summer
On Peak kWhs
Off Peak kWhs
Shoulder Peak kwhs
Winter
On Peak kWhs
off Peak kwhs

199.664.087
366.4-9.150

$0.045012
$0.023762

$8,987,196
$8,70'/,411

11

12

Revenue Delivery Charges

Generation Capacity 1.332.709.547 0.000208

$69,572,639

277.770

13 FUEL s. PURCHASED POWER
Summer
On Peak kWhs
Off Peak kWh
Shoulder Peak kwhs
Winter
On Peak kWhs
off Peak kWhs

153.880.266
464.852.681
147.863.1362

0.081447
0.031947
0.045637

12.533.078
14.850.625
6.747.990

199.654.087
366.449.150

0.069950
0.020450

13.9664439
7.493.767

14 TOTAL REVENUE $125,442,308

15
18

TOTAL LGS-85N 1.332.709.547
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Exhibit (SJB-4)

Schedule 3

TUCSON ELECTRIC POWER
LARGE GENERAL SERVICE TIME OF USE l LGS-85N
Hybrid Methodology

Line No.
New Bllllng

Determinants Proposed Rate
Proposed
Revenue

1 Customer Charge 7,812 $371.88 $2,905,127

2
3

1,753,711
1,753,711

$8.74
$1.00

$15,327,487
$1 ,751 ,9s8

4
5

DELIVERY DEMAND CHARGES
Summer Demand
On Peak kW
Off Peak kW
WinterDemand
On Peak kW
Off Peak kW

1,732,383
1,732,383

$8.74
$1.00

$15,141,030
$1,730,651

s
7
8

153,880,266
464,852,681
147,883,362

$0.041559
$0.020309
$0.025643

$6,395,059
$9,440,539
$3,791 ,631

9
10

DELIVERY ENERGY CHARGES
Summer
On Peak kwhs
off peak kwhs
Shoulder Peak kwhs
Winter
On Peak kWhs
Off Peak kwhs

199,664,087
366,449,150

$0.0368'76
$0.015826

$7,362,905
$5,726,303

11 Revenue Delivery Charges

12 Generation Capacity 1 ,332,709,547 0.000208

$69,572,639

277,770

13 FUEL a PURCHASED POWER
Summer
On Peak kWh
off Peak kWhs
Shoulder Peak kwhs
Winter
On Peak kwhs
Off Peak kwhs

153,880,266
464,852,681
147,863,362

0.081447
0.031947
0.045637

12,533,078
14,850,625
6,747,990

199,664,087
366,449,150

0.069950
0.020450

13,966,439
7,493,767

14 TOTAL REVENUE $125,442,308

15
16

TOTAL LGS-85N k p h
Cust

1 ,332,709,547
651

I

t

I

i
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BEFORE THE

ARIZONA CORPORATION commlsslon

In the Matter of the Filing by Tucson Electric
Power Company to Amend Decision No. 62103

) Docket No. E-01933A-05-0650

)

I n the Matter of the Application of Tucson Electric
Power Company for the Establishment of Just and
Reasonable Rates and Charges Designed to Realize
A Reasonable Rate of Return on the Fair Value of
Its Operations Throughout the State of Arizona

)
)
) Docket No. E-01933A-07-0402

)
)

SUPPLEMENTAL DIRECT TESTIMONY OF STEPHEN J. BARON

1 Q- Please state your name and business address.

2

3 A. My name is Stephen J. Baron. My business address is J. Kennedy and Associates,

4 Inc. ("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell,

5 Georgia 30075.

6

7 Q- Have you previously submitted testimony in the proceeding?

8

9 A. Yes. I submitted Direct Testimony.

10

11 Q- What is the purpose of your Supplemental Direct Testimony?

12

13 I will be presenting brief testimony in support of the Proposed Rate Settlement

14

A.

Agreement of May 29, 2008 ("Settlement Agreement"). Kroger Company is a



Stephen J Baron
Page 2

1 signatory to this agreement and fully supports the settlement for the reasons that I

2 will discuss below. Kroger did not present testimony on the overall level of TEP's

3 revenue requirement increase or on the alternative ratemaldng methodology issues.

4 Our testimony was limited to the allocation of the overall approved revenue increase

5 to rate classes ("rate spread") and to specific rate design issues affecting general

6 service rates. Consistent with this prior testimony, my Supplemental Direct

7 testimony will only address these issues within the context of the Settlement

8 Agreement. Notwithstanding this, Kroger supports the entire settlement and believes

g that it will result in reasonable rates.

10

11 Q- Have you specifically reviewed the provisions of the Settlement Agreement

12 regarding rate spread?

13

14 Yes. The Settlement Agreement requires a uniform 6.1% revenue increase to each

15 rate schedule. Based on my review of the Company's filed class cost of service

16 study, I believe that this is a reasonable settlement result.

17

18 Q- Have you reviewed the proposed settlement rate design for general service and

19 large general service rate schedules?

20

21 A. Yes. Based on my review of the proposed tariffs and the issues that I

22 addressed in my Direct Testimony in this case, I believe that the proposed

23

A.

settlement is reasonable and consistent with the underlying cost of service. I



Stephen .L Baron
Page 3

1 therefore fully support and recommend approval of the Settlement

2 Agreement.

3

4 Q. Are there additional reasons why you believe that the Commission

5 should approve the Settlement Agreement?

6

7 Yes. The rate case moratorium provision, freezing base rates until December

8 31, 2012 is likely to be of significant benefit to all of the Company's

g ratepayers.

10

11 Q- Does that complete your testimony?

12

13

A.

A. Yes.



!

BEFORE THE ARIZONA CORPORATION COMMISSION

2
|.

3 'il
Qt
I

COMMISSIONERS EXHIBIT

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

7

DOCKET NO. E-01933A.07-0402
r

)
AC

I
I

11

12 I

13
DOCKET NO. E-01933A-05-0650

14

IN THE MATTER OF THE APPLICATION OF
UCSON ELECTRIC POWER COMPANY FOR

THE ESTMIBLISHMENT OF .IL'ST AND
REASONABLE RATES AND CHARGES
DESIGNED REALIZE REASONABLE
RATE OF RETLRN ON THE FAIR VALUE OF
ITS OPERATIONS THROUGHOIIT THE STATI"
OF ARIZONA.

IN THE MATTER OF THE FILING BY
TUCSON ELECTRIC POWER COMPANY TO
AMEND DECISION NO. 458103.

J

x
.

,4

gt =5-
* * -= - 3 " "

5-45;
. . .¢-v :S-1

'Ji-
r

15
I

I

1'7

I,
16 E!

.i

MESQUITE POWER, x..L.c.. SOUTHWESTERN powsk cnolfr ll,

TESTIMONY OF LEESA NAYUDU AND GREG BASS ON BEHALF or

IO. . .C. ,

I

I
I

BOWIE POWER STATION, L.L.C. AND SEMPRA ENERGY SOLUTIONS LLC
19

20 (COLLECTIVELY -mEsQulTI:. ET AL."'

is
I

23
I

24

25

26

271

28

22

18

I

I Ill I I IIIII



I

1

3 '.
H

PREPARED DIRECT TESTIMON
OF

LEESA NAYIIDU AND GREG BASS
i
I

-.I

A.

Please state your no es and business affiliations.r I

My name is Leesa Nayudu. and I am Director of Origination with Sempra Generation. :

.L.('. ("Mcsquile"). Mv name is Greg Bass. and 1 am

Director of Retail Commodity Operations with Sempra Energy Solutions LLC ('°SES"'.

which owns Mesquite Power. L

r

10 Q.z On whose behalf are you providing this tcstimonv"

11 A.2

12

We are testifying on behalf of Mesquite, Southwestcm Power Group ll. L.L.C.. Bowie

Leesa Nayudu is then r

. ).

13

Power Station. L.L(`. and SES. (collectively "Mesquite et al

sponsoring witness for those portions of the Direct Testimony which pend to subjects

14
.

2,

other than retail eleclnlc competition and direct access: and Greg Bass is the sponsoring

I were
ii

I
I

I

. 6  |

witness as lo retail electric competition and direct access matters. Mesquite et a

granted intervention in this pmaeeding by means of a Procedural Order issued on

filed Prepped Direct Testimony on Fehntary 29,

a

$ 4 i
an"=3

-1 - .
¢ ' - :

van 8,
Lu"*--,4-

l'.'e- '*
Hi 4I "
g
_-;
-q 17

18

Sqirtember 13. 2007. Thenmfter. we

"008_ and, we were alive panicipams in the settlement negotiations which resulted in the

May 29_ 2008 Settlement Agreement that was tiled with the Commission that same day.
19

F

Q.: What is the purpose of your testimony at this time?

A.3

23

24

Each of the companies comprising Mesquite et al. has signed the Settlement Agreement.

Pursuant to the Procedural Order issued by the Administrative Law Judge Jane Rodder on

May 12. 2008. Mesquite et . are providing this Direct Testimony in support of the

Settlement Agreement as it relates to their collective interests.
25

26

Q.4

I

l
I

I
i
I

27
Please identify those areas of the Settlement Agreement which you will address in

your testimony.
28

22

15

I

i

2
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l

A.4 We will be discussing certain portions of Setnions I (Rare Incneasc), II (Rulemaking

Treatment of 'l'EP's Generating Assets and Fuel Costs). VII (Purchased Power Ana Fuel

Adjustment Clause). Xll (Ceniticate of Convenience and Necessity) and Xlll (Returning

Custcaner Direct Access Charge).

I

I

i

s
5 |.

Q.s What is the position of Mesquite et al. with regard to the proposed rate increase in

base rates for TEP set forth in Section ll"

As indicated in the Direct Testimony we tiled on February 29. 2008. Mesquite et al.

10

11

12
I
I

13

14

.
.LQ 6

#M, i
181 3

*iz* Lu.
-JC 2 3- , - - av

z 8'=:
9 -- -  14? 517

believe it is important :Hal 'l`Ep be allowed an opportunity to receive revenues sufficient

to allot it to be a creditworthy purchaser in the competitive wholesale market in Arizona.

We ourselves do not presume to know what level of increase in base rates will allow TEP

to retain that status. However, given TEPls stated intent to obtain a significant portion of

its future power resource requirements from the competitive wholesale electric power

market. and TEPls acceptance of the proposed increase over average base rates of

approximately six percent (6%). it is reasonable to assume that TEP has determined that

such an increase will enable it to retain the requisite creditworthiness. We theretbre

support TEP's acceptance of the rate increase contained in the Settlement.

18

19 Q.6 Does Mesquite et al. believe that the inclusion of TOP's generation assets provided

for in Section ll! is appropriate?2 0

2 1

2 2

I
l A.6 Yes. Given that TEP has agree that cost-of-service ratemaking shall be used for

purposes of these proceedings. Mesquite et al. believe that all of TEPls gendering assets

238
!

should be included in its rate base as original cos: for ratemaking purposes as provided

for in Section '-..
I
I
i.

24

25

26

27

CB

|
'1 Q.7 In that regard, does that mean that you anticipate that TEP will have little occasion

to look to the competitive wholesale electric power market in the future, since

A.5

q
- Q

z



1
Section 3.1 includes generation assets acquired by TEP after December 31, 2006, but

before December 31, 2012"

A.7 No. not al all. In fact the last sentence in Section 3.1 expressly states that

i
@

_;

adopted by the Commission on December 4. 2007 in Decision No. 70032. Mesquite ct al.

anticipate that TEP will be an active participant in the competitive wholesale electric

'o

"This provision is not intended lo create a presumption in favor of
[company-owned] generation. and the Signatories acknowledge
that TEP is obligated to consider all reasonable alternatives when
evaluating how to meet its service obligations to its customers."

Against that background. as well as the Recommended Best Practices For Procurement

power market in Arizona in the future.

11

E Q.a Do Mesquite et al. support the proposed Purchased Power and Fuel Adjustment

Clause ("PPl"A("') which is the subject of Section VII"

I
'r
I
I

15

|
I

1
:
I
I

:

A 8 Yes. for Iwo (2) reasons. First. we believe that :he existence of the proposed PPFAC will
e

as; *

Z "
:1.2E.'r "'

E* P
5
-=:
. . :

A. > .:
|

enable TEP lo remain a creditworthy purchaser within the competitive wholesale electric

However. as slated in our February) 29. 2008 Direct

Testimony. Mesquite et al.'s support in this regard is conditioned upon TEP being

purer  m arket  i n  Ar i zona.

18

19

21

:|

'1

1|

required to demonstrate its ongoing compliance with the Recommended Best Practices

For Procurement in connection with purchased power and fuel expense TEP would seek

to recover through the PPFAC.

Second. and in relation to the lbregoing condition, Mesquite et al. believe than the

23 to the Sett lement Agreement, provide lot that transparency and access to in fomation

provisions of the Proposed Plan of Administration ("POA") for the PPFAC. as attached

necessary to insure that TEP can be required lo demonstrate, if necessary. its ongoing

compliance with the Recommended Best Practices For Procurement.

the fonheoming hearing on the proposed Seulemem Agreement, Mesquite et al.'s counsel

wi l l inquire of the appropriate TOP witness as to whether TEP intends to interpret and

In that regard, ax I

26

27

28

I

in

I

I

administer its "company procurement protocols," as referenced in Section 8 [page 81 of

2 s

24

20

22

17

12

1

Q -
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the POA. so as no comply with the Recommended Best Practices For Procurement. For

purposes of this Direct Testimony in .

assume the: the answer to that question will be in the affirmative.

support of the proposed PPFAC. Mesquite ct al.

S Q.9
»o

In their February 29, 2008 Direct Testimony. Mesquite et al. opposed TEP'-

proposed restoration of the exclusivity of its C(7&N, in the event that the cosbof-

service ratemaking methodology' was used to determine TEP's post-January I, 2009

rates. Are Mesquite et al. satisfied with how Section XII resolves this issue; and, if
!9"

*I  8 9A . I

I

.
-0 1

12
believe that retail electric

13

14

1

I

i

it in essence preserves the "status quo"

competition in Arizona. More specifically. Mesquite et

competition in Arizona has not been threclosed because of the Arizona Coup of Appeals

decision in the !'_h§.l_p_s_Q<Ldg§ ease. and that the Commission possesses the jurisdiction

85.

a l
_ r

-'-s
4 g..l.:--*'I

8:-" "1
al/I

_L, l. - ,n. . ;" ' .
Ae- -G".

e=
5
-=:

15

' T* 1
belief that, if the Commission has any question as to its jurisdiction and authority to

18

19

JO

22 I|
I
I.
E

Arizona Public Service Company (°'APS") and Sat River Project. counsel for SES
25

26

83

20

24

16

4 .

jurisdiction and amhoritg Lu act upon SES' CC&N request.

so,  a l l \ " '

Mesquite et al. are satisfied with the resolution approach reflected in Section XII. because

with r-==n¢=\ tn the status of relai l  electr ic

and authority to proceed with retail electric competition at this time if it desires to do so.

At the same time. we recognize that TEP and others may not share that view. It is our

proceed with retail competition in the aftermath of the Phelps Dodge decision. i t  could

resolve that question within the context of a generic proceeding of general applicability,

and that it should not resolve it within the context at' a rate case specific to at single utility .

In this regard. several months ago in a proceeding involving an Application by

Sem pra Energy Solut ions LLC ( ' °SES"l  br  an Elect r i c  Serv i ce Prov ider  CC&N to

provide compet i t ive retai l  elect r ic service in the eert i t icated service areas of  TEP.

presented detailed legal argument as to why the Commission currently has the necessary

The Adm inist rat i ve Law .

Judge assigned to the SES proceeding Docket No. E-03964A-06-0168] has yet to issue

rul ing as to whether that proceeding can go forward at this t ime. Thus. the status of28



electric retail competition in Arizona remains open this time, and Section XH

recognizes and preserves that status.

3

4 Q.l0 In what manner do the provisions of Section XII preserve the "status quo" of retail

5
competition'

i

6 '! A.l0 First. TEP's proposed restoration of the exclusivity Rf its CC&N is removed firm the

'Jr
scope al' issues in he resolved lhmugh this proceeding. If the Commission desires to

address that question at all. Section 12.1 provides that it would do so in . "generic

docket." be in does not presume that the Commission believes there is a need to conduct

10

11

such a proceeding.

Second. Section 12.1 n.-cognizes 'l"Epls obligation to recognize

12
i
I .

i---14"
4.3 I

I
I

'The existence of any Commission direct access program and the
potential for thur: direct access customers"

15
as a pan of 'I'EPls ongoing planning activities. In so doing. it does not expressly assume

anything with regard to the status of any such program. Whereas. under TEP's originally
16

9
s s
. * J

mg: -E'
."'s_,

: .F° _

n-l»§- - Il l*

_ I.4-» -4.

as
-c |

proposed restoration of the exclusivity of its C`(l&N. the existence of any direct access
I
I
I
I

18

19

program and the potential br future direct access customers would automatically have

been lbrecluscd.

Third. Section 12.3 provides that
2 L.'*

21

22

"This Agreement is not intended xo create. confirm. diminish or
expand an exclusive right for TEP to provide elcmdc service
within its ceniticalcd area where others may legally also provide
such service..

24

25 I

I

I
I
i

_ .
- * |

26

Simply slated. the Settlement Agreement does not disturb the legal status of retail electric

oompetitiun in Arizona. whatever that status may be.

'l̀ hus. for these reasons. Mesquite et al. believe that Section XII represents an appropriate

resolution.

28

23

14

I



Q.ll Is Section XIII rekvanl to what you have been discussing with respect to Section

XII; and, if so. in what manner"

3

4
I

possibility at' direct access customers. and the possible existence of  retai l electric

7

"status quo" approach reflected in Section XII. which has been previously discussed. In

10

A . l I Section XIII provides that TEP will tile a Returning Customer Direct Access Charge

"RCDAC"l tariff within ninety (90) days of the effective date of the Commission's older

approving the Settlement Agreement. The mere existence of such a tarim presupposes the

competition concurrent with the use at' a cost-of-service methodology for Rulemaking for

the incumbent electric utility. This approach is consistent with the preservation of the

addition. it is conceptually consistent in this regard with the tariff system utilized by APS.I
I

i

I
I
I

EQ

at
121 Q.l2 Is the subject and status of retail electric competition a matter of interest only for

SES, as opposed to the entirety of Mesquiteet al."1:2i. 1328
14

supply from someone other than the incumbent electric utility. Which in this instamnc

-h ,eh-
mow *
gg?-.'5
_.,a=a_.-. 15 i
:-"I TG4-f |-' -
Sr
-r
E

16

17

-8

.12 Not at all. By definition. a direct access customer is one who will be receiving its power

would be TEP. Thus. the direct access market occasioned by the existence of retail

eleeuic competition is of interest to independent power producers or merchant generators.

just as is the market represented by incumbent electric utilities. such as TEP.
1

21

Q.l3 Does that complete Mesquite et al.'s Direct Testimony in support of the proposed

Settlement Agreement"

22 A. l3 Yes. it does.

24
I

25

26

q,
4.
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P
4.

RFBllTTAL 'iFsTlmo\.v
OF

GREG BAss

4

c Q. Arc you the same Greg Bass whine prepared Direct 'I testimony (along vnlh that of

Leesa Nayudu) was filed upon behalf of Mesquite el al. on June ll, 2008 in Docket

\`o\. E-01933A-07-0402 and li-0i933A-05-0650"

-X Yah. .Lm.

0 .2 Vbhat is the purpose of this prepared Rebuttal Tenimonp on behalf of Mesquite ct

aL?

B> means of this prepared Rebuttal testimony. Mesquite et al. desire to rebut the

suggestion se! zhnh b> Resldenlid l lllit_\ L consumer Office v°RL co'.» uixnem u pelham

A. Rtgsh} in his Jul) 2. "'0U8 prepan-d Direct 1 est1mon} that the Commission snout

address in these proceedings the status of retail electric competition in Tucson Electric

Power Compaq ̀ s ("Tl1P") senxce area. In that regard. and in the interest of bnwity. by

way of background and as a pan at this prepared Rebutth Testimony, Mesquite et ad.

incorporate b) reference the discussion set tone at page 5. line 5 through page 7, one 10

.z

4
_pa
: . -  ' ..-4
1. __'
¢ * . ' 15

- " ze
,z
:- 17

13

19

20

of their Jun I I. 2008 prepared Direct l'estimon§ in lhc>e proceedxngi. In addmon. I will

brick} cnmmcnl upon .1 portion of the prepared Dnrccl Testlmon} ii INF W Local Nu

I I 16 witness I-rank (Salsa
"1
me A

-

u '  l
Q.3

I

A P
c

4

;6

In their prepared Direct Testimony, Mesquite et al. discuss why they believe that the

approach reflected in Sections Xll and XIII of the betterment Agreement represents

the appropriate manner for addressing the subject of retail electric competition for

purposes of these proceedings. " h y  d o  Me s q u i t e  e t  a L  b e l ie v e  t h a t  RL CO' s

suggestion is inappropriate?

..8

AS

's



0

I
i

4 *I Because RUCO, in effect. is attempting to reverse the Commissionls previous

promulgation of regulations providing for retail electric competition in Arizona through

the procedural means of a rare case involving a single electric public service corporation.

As Section XII of the Settlement Agreement observes.: generic docket is the appropriate

procedural means by which the Commission ma_v revisit the status of retail electric

F l
r

9 I

10

I|
I
I

competition in the service territory of TOP and all other Affected Utilities. "should the

Commission choose to dn

RUCO witness Rigsbyls prepared Direct Testimony unequivocally states that RUC() is

opposed to the prospect of retail electric competition for residential ratepayers under any

circumstances. However. Rh: procedural means and timing taut RUCO has suggested br

achieving its stated god are inappropriate. The issues RUC() presumably seeks to

1 '1.L¢» address. and the arguments ix nm; wish no make. are not peculiar to `IIEP and its

Rather. they are industry-wide in nature. and. if they are to be

14

15

nesidtential ntepayers.

addressed at some future date, h should be within the context al' a general proceeding

instituted tr that purpose.
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In his prepared Direct Testimony in support of the May 29, 2008 Settlement

Agreement. IBEW Local No. 1116 witness Frank Grijalva states that the union

would have preferred that i

21

22

"...the important matters addressed in Paragraph 12.1 had
been tackled in the instant proceeding instead of some yet-ur
be filed generic docket." page 4. lines I-4]

Do you wish ro comment upon that statement at this time"
23

A.4

an
.4.

Only Lu the extent of noting that. while that may have been the preferred negotiating

posture of the union al one point in time. its official and find negotiating posture is that

Mr. Grijalva is offering testimony at this time
26

27
" ...!o express the L'nionls unqualified support the the proposed
Settlement Agreement." [page 1. lines I0-I4] [emphasis added;
and.28

24

20
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Q.s

A.5

Doest that complete the prepared Rebulrtd Testimony of Mesq mite et al?

he further states that

which includes Sections XII and XIII of the May 29, 2088 Satlemznl Mgreemernt.

Yes. ix does.

" . . I B E W Loco! 1116 the
Commissior fs a~d4v» Finn Rf the proposed Settlement Agreement in
toto."[p»ag_c 4. lines I 1-13] [emphasis aaddedl
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Q.1 Please state your name and business affiliation

A.1 My name is Leesa Nayudu, and I am Regional Director Of Operations (West) for Sempra

Generation

Q.2 On whose behalf are you providing this testimony

A.2 I am testifying on behalf of Mesquite Power, L.L.C., Soudrwestern Power Group II

L.L.C., Bowie Power Station, L.L.C. and Sempra Energy Solutions LLC, (collectively

Mesquite et al."). Mesquite et ad. were granted intervention in this proceeding by means

of a Procedural Order issued on September 13, 2007
mol; 8%

Q.3 What is the purpose of your testimony

A.3 Mesquite et al. have certain issues they wish to address at this time, either (i) for the

purpose of indicating what their position is with regard to the same, or (ii) for the purpose

of iNdicating that they desire more information and/or a better understanding as to what

TEP is proposing. With respect to the latter, hopefully TEP will provide that information

and/or understanding in testimony it will be filing at a later stage in this proceeding

Q.4 Do Mesquite et al. have a position on TEP's contention that, pursuant to the

provisions of the 1999 Settlement Agreement, TEP is entitled to charge market

based rates after January 1, 2009?

A.4 No, we do not. Representatives of Mesquite et al. were not involved in the negotiations

which resulted in TEP's 1999 Settlement Agreement, nor did they participate in the
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1

1

1 1

2
I

3

4

5

hearings before the Commission which resulted in Decision No. 62103. Hence, it would

be presumptuous of Mesquite et al. to opine as to what the signatory parties to the 1999

Settlement Agreement and/or the Commission may have intended with respect to how

TEP's rates were to be established for service provided by TEP on and after January 1,

2009.

6

7 Q.s

8

9

With reference to the "regulatory asset(s)" proposed by TEP in connection with its

"Cost-of-Service Methodology" and its "Hybrid Methodology," do Mesquite et al.

have a position?

1 0 A.5

1 1

4:8
I- .

z
O

12

Not as of this stage in this proceeding. Depending on die evidentiary record yet to be

developed through the hearing process, our current lack of a position on this issue might

change, and then again it might not.

Q.6

i n E 3 13

3'28.°§8 14
>-8.E8

>§O'<'6
M0483
ol- -8*
24 I..

15

1 6

Do Mesquite et aL have a position on the Purchase Power and Fuel Adjustment

Clause ("PPFAC") which TEP has proposed in connection with its "Cost-of-Service

Methodology" and its "Hybrid Methodology"?

8 1 7 A.6

18

19

20

21

22

23

Yes. From a conceptual perspective, Mesquite et al. support a PPFAC for TEP, provided

4 in connection with purchased power and fuel expense(s) to be recovered thereunder,

TEP would be required to demonstrate its ongoing compliance with the Recommended

Best Practices For Procurement adopted by the Commission on December 4, 2007 in

Decision No. 70032. We do not believe that TEP should be allowed rate recovery for

purchased power and fuel expense(s) where it cannot demonstrate compliance with the

Colnlnission's Recommended Best Practices For Procurement.

24

25 Q.7
26

Assuming such compliance by TEP, why do Mesquite et al. believe that a PPFAC

would be appropriate for TEP?

27 A.7 As TEP witness David Hutchins has noted in his July 2, 2007 Direct Testimony

28

Page 3 of 7
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1

2

3

4

5

"TEP relies on significant quantities of natural gas and purchased power
to meet its retail load. Although TEP has served the majority of its load
with company-owned generating resources, it relies on natural gas and
purchased power to meet a growing percentage of its customer demand.
This gas and power is purchased at market prices, so TEP should be
allowed to recover these costs. The PPFAC is designed to recover or
return the difference between the actual cost of natural gas and the
purchased power versus the cost of natural gas and purchased power
established in base rates.

6

7

8

9

10

11

12

13

14

"TEP is concerned about the volatile fuel and energy markets causing
large deferrals of uncollected costs. Without an adjustor mechanism to
timely address these costs in a way that sends accurate price signals to
customers, the Company could incur substantial defends that could affect
its ability to secure financing on favorable terms. It also could affect the
Colnpany's ability to secure natural gas and purchase power in Me future
on terms as favorable to the Company and its customers. In fact. the
Companv could face credit terms that could hurt its ability to secure
reasonably priced fuel and purchase power in the future by requiring
credit enhancements such as repayment or letters of credit. This could
lead to the inability to hedge future prices or enter into long term resource
or contract commitments and being forced to rely heavily on the volatile
short-term and spot markets." [Hutchins Direct Testimony, page 30, line
18 .. page 31, line ll] [emphasis added]

am
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16
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17

18

As sellers in the competitive wholesale electric power market in Arizona, Mesquite et al.

can attest to the importance of TEP being considered a creditworthy purchaser, and the

problems Mr. Hutchens has indicated TEP might encounter without some form of

Commission - approved adjustor mechanism, such as a PPFAC.
19

20

2 1

22

1 23

24

25

In addition, as TEP witness Judah Rose notes at pages 36-37 of his July 2, 2007 Direct

Testimony, the competitive wholesale electric power market in Arizona has become quite

robust and large in relation to TEP's power resource needs. Thus, it would be

unfortunate for TEP and its ratepayers if the absence of an adjustor mechanism precluded

it from obtaining power on favorable terms and conditions drat the competitive market

might otherwise offer.

26

27

28
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1 Q.8
2

3

Do Mesquite et al. have a position with respect to TEP's proposed restoration of the

exclusivity of its CC&N under both its "Cost-of-Service Methodology" and its

"Hybrid Methodology"?

4 A.8

5

6

7

Yes, we are opposed to TEP's proposed restoration in each instance. In that regard, the

reasoning of TEP witness James S. Pignatelli in support of TEP's restoration proposal is

worth noting, because of the flawed "linkage" it assumes between cost-of-service

ratemaldng and the assumed absence of the prospect of retail electric competition:I
I
i 8

9

10

11

QB
p-

~o

3

Ls,
£3

12

" ...if the Commission adopts the Cost-of-Service Methodologv. then it
will have abandoned retail electric competition for TEP's customers. In
that case, TEP should have the right to exclusively provide electric service
within its certificate area. To ensure that TEP has the exclusive right to
provide electric service, the Commission should order that its exclusive
CC&N is restored. Additionally, under the Hybrid Methodology, where a
majority of TEP's generation would be returned to cost-of-service
ratemaking, it is also appropriate to partially restore the exclusivity of
TEP's CC&N." [Pignatelli Direct, page 22, lines 18 - 25] [emphasis
added]

16
3

8 13£23 =al 2:33
g i n - 14
M 3 8 8
5§O'<8
m043
us

17

18

19

20

21

22

1
A

23

24

25

There is no direct linkage of this name in Arizona as this time. Cost-of-service

regulation and the Commission's Electric Competition Rules exist quite separate from

one another; and, unless and until the Commission rescinds the Electric Competition

Rules, it cannot be said that the Commission has "abandoned retail electric competition."

In that regard, the flaw in TEP's reasoning exists in both its proposed complete

restoration of exclusivity under the "Cost-of-Service Methodology" and its proposed

partial restoration of exclusivity under the "Hybrid Methodology." Moreover, in the last

two (2) Arizona Public Service Company ("APS") rate cases, the Commission has

approved both bundled and unbundled rates for APS, and left its service open to retail

electric competition; and, TEP has proposed unbundled rates for each of its three (3)

ratemaking methodologies in this proceeding.

26

27 Q.9

28

What is the position of Mesquite et al. with regard to TEP's proposal to exclude its

ownership interest in the Four Corners and Navajo generating stations from TEP's

I
I
I
I

z
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rate base, and classify those power resources as "Competitive Assets," which could

either compete in the competitive wholesale market or sell power to TEP at market

4 A.9

based rates?

Before taking a position on this aspect of TEP's "Hybrid Methodology," Mesquite et al

need a better understanding as to (i) how these "Competitive Assets" would be interfaced

with and participate in the competitive wholesale market, and (ii) under what

circumstances TEP would be allowed to choose to buy power from Gs "Competitive

Assets" at market-based rates. In that regard, Mesquite et al. need to know how and to

what extent the Recommended Best Practices For Procurement will apply to and affect

this aspect of the "Hybrid Methodology." Stated differently, we need to know how the

existence of the "Competitive Assets" would affect when and the extent to which TEP

would look to the competitive wholesale market, as contrasted with the situation under its

Cost-Of-Service-Methodology" where TEP would have no "Competitive Assets

Perhaps TEP will provide information on this subject in its forthcoming Rebuttal

TestimonyI-1105; are

17

18

Q.l0 Are there any other aspects of the "Hybrid Methodology" with regard to which

Mesquite et al. would like more information and clarification from TEP?

19

20

25

A.10 Yes. Despite having reviewed the Direct Testimony of Messrs. Pignatelli and Hutchens

where they discuss the nature of and reasoning underlying the "Hybrid Methodology," it

is not clear why TEP has proposed this alternative approach to ratemaldng, given their

testimony elsewhere as to TEP's need to substantially augment company-owned

generation in the future. On the face of it, one would think TEP would want to retain

within its rate base power generation resources that still have a useful operating life

Accordingly, before adopting a position on the "Hybrid Methodology," Mesquite et al

would like more information on this aspect of the proposal as well. Perhaps TEP can

include such information and clarification in its forthcoming Rebuttal Testimony
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1

2

Q.11 Are there any other aspects of TEP's July 2, 2007 Application on which Mesquite et

al. would like more information and clarification?

3

4

5

6

7

8

9

10

11

A.11 Yes. It is as yet unclear to us why TEP appears to be proposing to recover most, if not

all, of its costs of operating the Luna generating facility through the PPFAC, yet, if we

understand the situation correctly, it would include die Luna generating facility in its rate

base under both the "Cost-of-Service Methodology" and the "Hybrid Methodology."

Under those two (2) scenarios, one would anticipate adjusted test period operating costs

associated with Luna would be included in TEP's proposed base rates. Accordingly, any

further information or clarification TEP could provide on this subject in its forthcoming

Rebuttal Testimony would also be appreciated. Once we have that information,

Mesquite et M. can then determine if they have a position on this proposal.

12

Q.12 Are there any other aspects of TEP's Application that you would like to comment

upon?

8

1 5

1 6

8
z
83
85,3 13
32:491-141° 1

>'§3§= 4
80848
it-IE .881

17

18

19

A.12 Not at this time. After we have reviewed TEP's Rebuttal Testimony, Mesquite et al. may

have occasion to file additional testimony in accordance with the Procedural Schedule

which has been established by Administrative Law Judge Rodda. In addition, we may

explore some of these matters in greater detail through cross-examination during the

hearing to be held on TEP's Application, as well as other issues which may arise.

20

2 1 Q.13 Does that complete your Direct Testimony?

22 A.13 Yes, it does.

23

24

25

26

27

28 C:\Documents and Settings\Angela Trujillo\Lany\TEP\07-0402 and 05-0650\PrqJaled Direct Testimony own 2 FnL.doc
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1 5 BY THE COMMISSION:

16 1=3~1D1nGs OF FACT

17 Introduction

18 1. Commission Decision No. 67744 directed Staff to schedule workshops on resource

19

20

21

22

23

24

25

26

27

planning issues. Additionally, as part of the Settlement Agreement of that case, it was agreed that

"the Commission Staf f  wi l l  schedule workshops on resource planning issues .to focus on

developing needed inf rastructure and developing a f lexible, t imely and fair competi t ive

procurement process." (Paragraph 79, SettleMent Agreement).

On April 5, 2007, Staff docketed a Request for Meetings Notice, and indicated that

a series of three workshops specifically related to issues of competitive procurement would be

held, and that the remaining issues related to resource planning would be conducted in other

workshops and noticed separately. Three workshops on competitive procurement were held on

Apri l  25, 2007; May 23, 2007; and July 13, 2007. Eight entit ies f i led nine sets of  written

2 8 comments I

2.

I v



Page 2 Docket No. E-00000E-05-0431
I

Staff Recommendation

RECOMMENDED BEST PRACTICES
FOR PROCUREMENT

Procurement Methods

The following procurement methods are considered to be acceptable for the wholesale
acquisition of energy, capacity, and physical power hedge transactions:

E
I
=l

1 3. On October 2, 2007, staff issued a Draft Staff Report on Competitive Procurement

2 Issues, with a request for comments to be filed by October 12, 2007. Six entities tiled comments

3 in response to the Draft Staff Report. Along with its memo, Staff filed its Final Staff Report on

4 Competitive Procurement Issues.

5 Discussion

6 4. It is Staffs intention to continue to facilitate competitive wholesale market options

7 for the acquisition of resources to serve electric consumers. Staff believes that conducting a

8 Rulemaking on procurement issues is premature at this time. To enable the procurement process to

9 go forward expeditiously, Staff has recommended that the Commission adopt Recommended Best

10 Practices for Procurement. The Recommended Best Practices include types of acceptable methods

11 of procurement, a preference for requests for proposals ("RFPs"), and the role of an independent

12 monitor. Staff believes that these Recommended Best Practices would provide a means by which

13 the Commission, ratepayers, and bidders in the wholesale market can be assured that the

14 procedures for obtaining new resources are fair, transparent, and result in the most economical

15 resources being selected.

16

17 5. Staff has recommended that the Commission adopt die followinglRecommended

18 Best Practices for Procurement.

19

20

21

22

23

24

25

A. Purchases through third party, on-line trading systems, including but not limited to
the Intercontinental Exchange, Bloomberg, California Independent System Operator,
New York Mercantile Exchange, or other similar on-line third party systems.

B. Purchases &om qualified, third party, independent energy brokers.
26

27

28

C. Purchases from non-afiliated entities through auctions or a request for proposals
("REP") process.

1.

Decision No. 70032



Page 3 Docket No. E-00000E_05-0431

1 D. Bilateral contracts with non-affiliated entities.

2

3

E. Bilateral contracts with affiliated entities, provided that non-affiliated entities are
prov ided notice of  and an opportuni ty to beat any proposed contract before
executing the transaction.

4
F. Any other competitive procurement process approved by the Commission.

5

6
Utilities should seek to use an RFP as the primary acquisition process. Exceptions may
include the following:

7

8

9

10

A. For emergencies. An emergency is an unknown and unforeseeable condition (i) not
arising from acts or omissions by the utility which are not in accord with good utility
practice, (ii) that is temporary in nature, (iii) that threatens reliability or poses some
other significant risk to the system, and (iv) where the subject procurement is not
greater in quantity or duration than what is necessary for the utility to restore the
system to a safe and reliable condition.

11
B. For short-term acquisitions to maintain system reliability.

12

13
C For other components of energy procurement, such as transmission projects, fuels,

and fuel transportation.

14 D. When the planning horizon is two years or less.

15

16

E. When a utility encounters a genuine, unanticipated opportunity to acquire a power
supply resource at a clear and significant discount when compared with the cost of
acquiring new generating facilities that will .provide unique value to customers.

17

18
F. For transactions Mat satisfy obligations under the Renewable Energy Standard rules

and for demand-side management/demand response programs.

19

20 Independent Monitor

21 An independent monitor should be used in all RFP processes for procurement of new
resources.

22
2.

23
The utility should consult with Commission Staff and joindy select three to five
companies or consultants ("vendor list") who can serve as an independent monitor.

24 The utility will f ile its vendor list in this docket for interested parties' review. Parties
will have 30 days to object to a vendor's inclusion on the list.25

26 4,

27

Within 60 days of the tiling of the vendor list, Staff will endorse the vendors it
determines are appropriate. Once die vendors are endorsed by Stafani the utility would
be able to retain any of the authorized vendors for future RFPs. The utility is required
to provide written notice to Staff of its retention of the independent monitor.

28

3.

2.

1.

Decision No, 70032
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The utility should enter into a contract Mth the monitor and should pay the monitor.
Reasonable bidders' fees may be used to help offset these costs. When appropriate, the
utility may request recovery of its payments to the monitor in customer rates.

One week prior to the deadline for submitting bids, the utility should provide the
independent monitor with a copy of any bid proposal prepared by the utility or its
ciliate, or any benchmark or reference cost the utility has developed against which to

evaluate the bids. The independent monitor should take steps to secure the utility bid or
benchmark price in a location not known or accessible to any of the bidders or the
utility or its affiliate.

1

2

3

4

5

6

7

8

9 CONCLUSIONS OF LAW

10 1. The Commission has jurisdiction the subject matter of the application.

11 2. The Commission, having reviewed the application and Staffs Memorandum dated

12 November 6, 2007, concludes that it is in the public interest to adopt the Recommended Best

13 Practices for Procurement.

14 I ..

15

16 . , u

17 | 4 »

18

19 1 ..

20

21

22

23

24 I u |

25

26

27 n • I

28

The independent monitor should provide reports (at least monthly) to Commission Staff
throughout the RFP process.

6.

7.

5.
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1

2

3 adopted.

ORDER

IT IS THEREFORE ORDERED that the Recommended Best Practices for Procurement is

IT IS FURTHER ORDERED that this Decision shall become effective immediately.4

5

6

7

8

BY THE ORDER OF THE ARIZONA CORPORATION co1v1m1ss1on

...ff S%=¢~=»1
CHAIRMAN COMMISSIONER

9
v

comm1ss1oi~1ER
11 @mm Q

/ SSIONER

12
ISSIONER

IN WITNESS WI-IEREOF, 1` DEAN s; MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official sea of
this Commission to be affix at the Capitol,
Phoenix, this 4 / + ~  day ofei b 8  i n  m  g y p /

'm the City of
, 2007.

13

14

15

16

17

18

19

20 DISSENT:

Interim Executive Director

21
22 DISSENT:

23 EGJ:BEK:1hm\KT

24

25

26

27

28
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Mr. Jerry Coffey
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702 North Franklin Street
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7

8

9

Ms. Karen Halter
Southwest Gas Corporation
5421 Spring Mountain Road
Las Vegas, Nevada 89102

10

11

Ms. Deborah R. Scott
Pinnacle West Capital Corporation
400 North 5th Street
Post Office Box 53999, MS 8695
Phoenix, Arizona 85072-3999

12

Mr. Paul R. Michaud
Michaud Law Firm, P.L.C.
46 Eastham Bridge Road
East Hampton, Connecticut 06424

13

14

Mr. David Berry
Western Resource Advocates
Post Office Box 1064
Scottsdale, Arizona 85252

Mr. Larry Killian
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16

17

Mr. Eric c. Gundry
Western Resource Advocates
2260 Baseline, Suite 200
Boulder, Colorado 80302

18

Mr. Michael Patten
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One Arizona Center
400 East Van Buren Street, Suite 800
Phoenix, Arizona 8500419

20

Ms. Amanda Ormond
The Ormond Group, LLC
7650 South McClintock Drive,
Suite 103-282
Tempe, Arizona 85284

21

Mr. Dave Couture
TEP
Post Office Box 711
Tucson, Arizona 8570222

23

Mr. Michael Grant
Gallagher & Kennedy
2575 East Camelback Road
Phoenix, Arizona 85016

24

Mr. Jerry Payne
Cooperative International Forestry
333 Broadway SE
Albuquerque, New Mexico 87102

25

26

Mr. C. Webb Crockett
Mr. Patrick J. Black
Fennemore Craig
3003 North Central Avenue, Suite 2600
Phoenix, Arizona 8501227

Ms. Donna M. Bronski
Scottsdale City Attorney's Office
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28
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1 INTRODUCTION

2

3

4

5

Please state your name, position, employer and address.

Rodney L. Moore, Public Utilities Analyst v

Residential Utility Consumer Office ("RUCO")

1110 West Washington Street, Suite 220

Phoenix, Arizona 85007.6

7

8

9

10

11

12

Please state your educational background and qualifications in the utility

regulation field.

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which l have participated.

13

14

15

16

17

Please state the purpose of your testimony.

The purpose of my testimony is to present RUCO's recommendations

regarding the "Cost of Service" proposal in Tucson Electric Power

Company's ("Company" or "TEP") application for the establishment of just

and reasonable rates and charges designed to realize a reasonable rate18

19 of return on the fair value of its operations throughout the state of Arizona.

20

21

The test year utilized by the Company in connection with the preparation

of this application is the 12-month period that ended December 31, 2006.

22

23

1

Q.

A.

Q.

A.

Q.

A.

l II lllll\l
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1 BACKGROUND

2

3

4

5

6

Please describe your work effort on this project.

I obtained and reviewed data and performed analytical procedures

necessary to understand the Company's filing as it relates to operating

income, rate base and the Company's overall revenue requirement. My

recommendations are based on these analyses. Procedures performed

include the in-house formulation and analysis of eleven sets of data7

8

9

requests, the review and analysis of Company responses to Arizona

Corporation Commission ("Commission" or "ACC") Staff data requests,

10 conversations with Company personnel and the review of prior ACC

11 dockets related to TEP.

12

13 In Decision No. 62103, dated November 30, 1999, the Commission

14

15

16

approved a Settlement Agreement, which approved rate reductions for

residential and business customers, set the amount, method and recovery

period of stranded costs that TEP can collect in customer charges, and

17 established unbundled rates.

18

19 What areas will you address in your testimony?

20 I will address issues related to rate base, operating income and revenue

21 requirements.

RUCO's witness Mr. William Rigsby will provide an analysis of the cost of22

23 capital.

Q.

A.

Q.

A.

2
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1 RUCO's witness Ms. Marylee Diaz Cortez will address issues related to

2

3

rate base, operating income and revenue requirements.

RUCO consultant Mr. Glen Gregory will address issues related to the cost

4 of service study and rate design.

RUCO consultant Mr. Ben Johnson will also address additional issues5

6 related with the two alternate ratemaking methodologies, the "Market

7 Methodology" and the "Hybrid Methodology".

8

9

10

Please identify the exhibits you are sponsoring.

I am sponsoring Schedules numbered RLM-1 through RLM-18.

11

12 SUMMARY OF ADJUSTMENTS

13 Please summarize the adjustments to rate base and operating income

14

15

issues addressed in your testimony.

My testimony addresses the following issues:

16 Rate Base

17 Accumulated Depreciation This adjustment is the difference in the

18

19

computation of the accumulated depreciation produced by the

implementation of different depreciation rates between the Company and

RUCO.20

21

22

Springerville Unit 1 - RUCO witness Ms. Diaz Cortez addresses this

adjustment.

23 Luna Plant ... RUCO witness Ms. Diaz Cortez addresses this adjustment.

Q.

A.

Q.

A.

3
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1 RUCO witness Ms. Diaz Cortez

2

Implementation Cost Regulatorv Asset

addresses this adjustment.

3 FAS 143 Accumulated Depreciation Write-Off - RUCO witness Ms. Diaz

4 Cortez addresses this adjustment.

5 Allowance For Working Capital This adjustment is the difference in the

6 level of expense recommendations calculated by the Company and

7 RUCO.

8 Operating Income

9

10

Springerville Unit 1 Costs - RUCO witness Ms. Diaz Cortez addresses this

adjustment.

11

12

13

Annualized Depreciation and Amortization Expenses- This adjustment

reflects the level of test-year depreciation expense based on RUCO's

adjusted gross plant in service and the Company-proposed depreciation

14 rates.

15 Disallowance Of Inappropriate/Unnecessarv ExDenses RUCO's

16

17

adjustment to operating expenses removes inappropriate expenditures not

necessary in the provisioning of electric service.

18 Supplemental Executive Retirement Plan RUCO's adjustment reflects

19

20

21

disallowing the costs for the supplemental executive retirement plan.

Incentive Compensation - This adjustment splits the incentive

compensation expenses on a 50/50 basis to conform to the recent

Commission Decision in the UNS Gas rate case.22

23

4
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Rate-Case Expense - This adjustment is based on RUCO's determination

of the fair and reasonable cost to TEP ratepayers for this application

5

process

Propertv Tax - This adjustment reflects the appropriate level of property

tax expense given RUCO's recommended level of net plant in service.

6

7

Normalization Of Overhead Line Maintenance Expense -  RUCO's

adjustment normalizes the test-year level of overhead line maintenance

8 expense.

9

10

Penalty and Fine Expenses - RUCO's adjustment to operating expenses

removes expenditures not prudent in the provisioning of electric service.

Luna Plant Costs - RUCO witness Ms. Diaz Cortez addresses this11

12 adjustment.

13

14

Implementation Costs Reguiatorv Assets - RUCO witness Ms. Diaz Cortez

addresses this adjustment.

15 This adjustment maintains RUCO's strict adherence to the

16

17

Payroll

historical test-year principle and disagrees with the Company's proposed

proforma adjustment, which averages the payroll expenses for two years.

18

19

Pavroll Tax - This is a companion adjustment to the payroll expense and

is adjusted for same reasons as stated above.

20 Renewable Resources This is a conforming adjustment corresponding

21

22

to the Company's acknowledgment of an omission of $19,274 in expenses

to the original filing.

23

5
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1 Bad Debt Expense - RUCO witness Ms. Diaz Cortez addresses this

2 adjustment.

3 Navajo Coal Contract - RUCO witness Ms. Diaz Cortez addresses this

4 adjustment.

5 Customer Care and Billing - This adjustment removes the cost increase

associated with the implementation of a new customer information system.6

7 Gain On Sale of SO2 Allowances RUCO witness Ms. Diaz Cortez

8 addresses this adjustment.

9 Employee Recognition RUCO's adjustment removes costs recorded in

10 the test year associated with employee recognition expenses.

11 Employee Benefits RUCO's adjustment removes costs recorded in the

12 test year associated with some employee benefit expenses.

13 Lime Usage Costs RUCO witness Ms. Diaz Cortez addresses this

14

15

adjustment.

Short-Term Sales RUCO witness Ms. Diaz Cortez addresses this

16 adjustment.

17 Generating Facilities - Operating Lease - RUCO witness Ms. Diaz Cortez

18 addresses this adjustment.

19 Miscellaneous Revenues - RUCO witness Ms. Diaz Cortez addresses this

20 adjustment.

21 Wholesale Trading Activity - RUCO witness Ms. Diaz Cortez addresses

this adjustment

an

al
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1 Rate-Case Expenses Associated With Docket No. E-01933A-05-0650

2 RUCO witness Ms. Diaz Cortez addresses this adjustment.

3 Income Tax -- This adjustment reflects income tax expenses calculated on

RUCO's recommended revenues and expenses.4

5

6 REVENUE REQUIREMENTS

7 Please summarize the results of RUCO's analysis of the Company's filing

8 and state RUCO's recommended revenue requirement.

As outlined in Schedule RLM-1, based on the "Cost of Service" model9

10

11

RUCO is recommending that the increase in the Company's revenue

requirement not exceed :

12 RUCO DIFFERENCE

13

TEP

$158,186,000 $36,254,000 ($121 ,932,000)

14

15

16

My recommended revenue requirement percentage increase versus the

Company's proposal is as follows:

17 RUCO DIFFERENCE

18

TEP

22.19 % 4.04 % -18.15%

19

20

21

22

23

Q.

A.

7



IIIIH

I

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

3

RUCO's recommended increase in Fair Value Rate Base ("FVRB") based

on the equal weighting of a 50/50 split between Original Cost Rate Base

("OCRB") and Reconstruction Cost New Depreciated Rate Base ("RCND")

is summarized on Schedule RLM-1 :4

5 TEP RUCO DIFFERENCE

6 $1 ,416,014,000 $1 ,359,709,000 ($56,305,0000

7

8

The detail supporting RUCO's recommended rate base is presented on

Schedules RLM-2, RLM-3, RLM-4, RLM-5 and RLM-6.

9

10 RUCO's recommended required operating income is shown on Schedule

11 RLM-1 as:

12 TEP RUCO DIFFERENCE

13 $82,069,000 $72,667,000 ($9,402,000)

14

15

16

Schedule RLM-1 presents the calculation of RUCO's recommended

revenue requirement.

17

18 RATE BASE

19 Determination Of Fair Value Rate Base

20 Please explain the basis for your determination of the FVRB as shown on

Schedule RLM-1 .21

22 RUCO's determination of the FVRB consists of three elements. First, the

23 value of the OCRB was restated to reflect RUCO's adjustments to the

Q.

A.

8
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1

2

3

4

5

various rate base determinants. Second, the value of the RCND was

computed. As shown on supporting Schedule RLM-2, RUCO computed

RCND by multiplying RUCO's OCRB by the ratio of the Company's OCRB

to its RCND as filed. Third, the FVRB was computed on an equally

weighted basis (50/50 split) between RUCO's OCRB and RCND.

6

7 Please elaborate on the first element of RUCO's FVRB determination.

8 The first element consists of several adjustments to the OCRB. The

9 aggregate adjustment was corroborated between myself and RUCO

wi tness Ms. Diaz Cortez.  As shown on Schedule RLM-4, I  was10

11 responsible in part for Adjustment No. 1 and for Adjustment No. 6. Ms.

Diaz Cortez analyzed the remaining rate base adjustments.12

13

14 RUCO Rate Base Adjustment No. 1 - Accumulated Depreciation

15 Please explain RUCO's adjustment to the accumulated depreciation

16 balance.

17

18

19

The full explanation of this adjustment is a coordinated effort between

myself and RUCO witness Ms. Diaz Cortez. I will provide clarification of

the various computations involved in this adjustment. Ms. Diaz Cortez will

illuminate the background, rationale and ratemaking principles involved in20

21

Q.

A.

Q.

A.

this adjustment.
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1

2

3

4

Please continue with the explanation of your portion of this adjustment.

During the initial stage of Discovery, I identified a significant irreconcilable

difference in the test-year accumulated depreciation balance between the

Company's filing and RUCO's computation. Through extensive

5 discussions with the Company the reason for the discrepancy was

6 identified .

7

8

9

10

11

12

The difference was mainly due to the Company's decision to utilize

depreciation rates that differed from those previously authorized for its

production/generation plant. My adjustment quantifies the amount of

accumulated depreciation the Company failed to record as a result of

these inappropriate depreciation rates.

13

14

15

16

to

18

Please explain the methodology of your computation to quantify the

Company's inappropriate shortfall.

My adjustment concentrates only on the plant associated with electrical

production/generation (FERC Accounts 310 through 346); since this is the

plant related to the significant irreconcilable difference in the test-year

19 accumulated depreciation balance. First I calculated the accumulated

20 depreciation using the authorized depreciation rates, and then l calculated

21 the accumulated depreciation using the lower depreciation rates the

22

23

Company had utilized. The difference between the two calculations was

then reduced by an adjustment factor.

A.

Q.

Q.

A.

10
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1

2

3

4

Please explain this adjustment factor.

Through the extensive discovery period on the issue of accumulated

depreciation the Company criticized RUCO's methodology to adjust for the

Company's use of non-approved depreciation rates and identified several

5

6

7

8

9

10

key components in the computation of accumulated depreciation being

overlooked by RUCO. Some of these components of concern for the

Company included:

The Company contends computing depreciation provisions is a

highly complicated and time-consuming process,

Computing depreciation using an annual-averaging convention

versus a monthly convention does not reflect actual account11

12 balance, and

13 Computing depreciation based on composite plant account rates

versus individual asset unique rates also distorts actual account14

15 balance.

16

17 Therefore, to reduce the issues in this adjustment, I acknowledged these

18 concerns and refined my adjustment. To recognize the Company's

19

20

21

22

concerns, I calculated the percent difference between the Company's

requested level of accumulated depreciation in this filing and the level of

accumulated depreciation derived from RUCO's computation based on the

Company's "OCRB Adjusted Gross Plant In Service" minus the plant

associated with production generation, which forms the bases for this23

Q.

A.

1.

2.

3.

11



Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

adjustment. This percentage (-0.74%) represents an adjustment factor

which accurately reconciles the difference between the Company's

computation and RUCO's methodology

5 Please cont inue wi th the explanat ion of your adjustment to the

6

7

8

accumulated depreciation.

By removing the portion of my accumulated depreciation adjustment

associated with the two different methodologies used between RUCO and

9

10

11

12

the Company, I am able to provide a quantified level of accumulated

depreciation directly attributable to the unauthorized depreciation rates

implemented by the Company. This quantified level of accumulated

depreciation is $49,503,835.

13

14 Is there any other element to this adjustment required to conform to all

15 ratemaking principles?

16

17

18

19

20

21

22

Yes, to recognize all the ramifications of this adjustment to increase the

accumulated depreciation balance, an additional adjustment must be

made to the accumulated deferred income tax ("ADlT") account.

Therefore, l increased the ADIT account in an amount equal to the product

of multiplying the effective federal and state income tax rate by the

adjustment to increase the accumulated depreciation balance. The

increase to the ADIT is 39.5% X $49,503,835 : $19,554,498.

23

A.

Q.

A.

Q.

12
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1 Please summarize your adjustment to the test-year accumulated

2

3

4

depreciation balance.

As mentioned at the beginning of this adjustment, I was responsible for

calculation and quantification of this adjustment and the Direct Testimony

of RUCO witness Ms. Diaz Cortez supports the principles and theory for5

6 this adjustment.

7

8 AS shown on Schedule RLM-4, column (B) and supported in my Work

9

10

papers designated as "Dep Rate Study", my total adjustment decreases

adjusted test-year rate base by (-$49,503,835) + $19,554,498

11 $29,949,337.

12

13

14

RUCO Rate Base Adjustment No. 6 - Allowance For Working Capital

Have you reviewed the Company's working capital calculations?

15 Yes. The Company's working capital request is comprised of a thirteen-

16

17

month average balance for its prepayment and material and supplies

accounts, and its cash working capital request is based on a lead/lag

18 study.

20 Q

21 A Yes.

Do you agree with the Company's methodology

Further, I have reviewed the Company's individual lag day

calculations and find them to be reasonable. The only difference between

Q.

A.

A.

Q.

the Company's calculation and RUCO's is the different level of expense
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1

2

recommendations. These adjustments result in a net increase in cash

working capital of $3,946,134.

3

4 OPERATING INCOME

5

6

Operating Income Summary

Is RUCO recommending any changes to the Company's proposed

7

8

9

10

11 the Company.

12

13

14

15 operating income.

16

operating expenses?

Yes. The Company proposed forty-three adjustments to its historical test-

year operating income. RUCO analyzed the Company's adjustments and

made several additional adjustments to the operating income as filed by

The testimony of RUCO witness Ms. Diaz Cortez

discusses a portion of these adjustments, RUCO consultants address

some of these adjustments and I was responsible for reviewing the

remainder of the adjustments the Company proposes to its test-year

Finally, a s  a result of its discovery, RUCO

recommends other adjustments. My review, analysis and adjustments are

17 explained belch.

18

19

20

21

22

23

Operating Income Adjustment No. 2 - Depreciation Expenses

Please explain your adjustment to increase depreciation expenses.

The adjustment is primarily attributable to RUCO's rate base adjustments.

RUCO agrees with the set of depreciation rates that TEP is proposing to

implement on a going forward basis. However, since RUCO does not

Q.

A.

Q.

A.

14
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5

6

7

8

have the plant data in as fine a detail as the Company provided in its

depreciation study, I computed a composite depreciation rate. These

depreciation rates reflect FERC account balances the Company provided

in its response to RUCO Data Request 2.13. The actual depreciation

rates shown on Schedule RLM-9 were calculated by dividing each FERC

account's "test-year depreciation" balance by the "end-of-test-year plant in

service" balance. I then computed test-year depreciation by multiplying

RUCO's level of test-year gross plant in service by the composite

9 depreciation rates.

10

11

12

As shown on Schedule RLM-8, column (C) and supporting Schedule RLM-

9, my adjustment increases adjusted test-year expenses by $4,067,209

13

14

15

Operating Income Adjustment No. 3 - Disallowance of Inappropriate

and/or Unnecessary Expenses

16

17

18

19 A

20

Please explain your analysis of the various operating expense accounts

that result in your removal of inappropriate or unnecessary costs for the

provisioning of electric service.

After review of all the journal entries in various FERC accounts and the

Company's response to RUCO Data Request 5.17, I determined there

21 were numerous expenditures that were questionable, inappropriate,

22 extravagant and/or unnecessary.

23

Q.

15
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1

2

3

Therefore, as shown on Schedule RLM-10 and supporting workpapers

designated as Revised Exhibit A (not attached to this testimony, but

provided to the Company simultaneously with this testimony), I have made

4 an adjustment to remove test-year expenses related to payments to

chambers of commerce, club5 non-profit organizations, donations,

6

7

memberships, gifts, awards, extravagant corporate events, advertising

and for various meals, lodging and refreshments, which are not necessary

8 in the provisioning of electric service. The back-up documentation

9 denoting each individual expense removed is recorded in Revised Exhibit

10 A: FERC Account Code 921, pages 1 to 28, FERC Account 923,page 1,

11 FERC Account 930.1, page 1, and FERC Account 930.2, pages 1 to 6.

12

13

14

15

16

17

RUCO provided TEP with a copy of the original Exhibit A in a data request

to the Company. The Company responded with comments as to the

appropriateness and necessity of each expense. After analyzing the

Company's response, RUCO removed $1,396,419 from the $1,910,151

test-year expenses submitted on the orig'nal Exhibit A.

18

19 However, of the 1,449 questionable invoices originally submitted by

RUCO on Exhibit A there still remain expenditures that seem20

21

22

questionable, inappropriate, extravagant and/or unnecessary that the

Company deem as "valid charges".

23

16
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9

10

11

12

Such "valid charges" include

Invoices for the UNS 2006 Board Retreat held September 12 - 16

The Board retreat is held annually in order to strategically plan

discuss and organize the companies current and future, therefore

the directors and spouses were secluded high in the Wasatch

Mountains, somewhere around Park City, Utah. The allocated cost

to the TEP ratepayers was: 1) $35,816 for lodging at the Stein

Erikson Lodge, 2) $7,489.87 for food services, 3) $6,408.94 for

planning and coordination, 4) $5,170.00 for dinners for the directors

and their spouses, 5) $2,000.00 for transportation to and from the

retreat, 6) $1,168.40 for floral arrangements, and 7) $6,566.38 for

embroidered jackets. This UNS 2006 Board Retreat would burden

13

14

the ratepayers with a total of $64,620.04.

Invoices for $130,369.11 recorded by the Company as "Meals and

15

16

Entertainment -.. Discretionary"

$125,000 to

17

Invoices for the Tucson Regional Economic

Opportunities, Inc. to support the creation of new businesses.

18

19

Invoices for purchases at: Albertsons's, Basra's, Food City, Fry's,

Safeway's, Walgreen's and Wal Mart totaled $10,987.94.

20 Invoices at Lowns Costumes for $1,757.30 and Party America for

21

22

$518.34, totaling $2,275.64.

Invoices for flowers, gifts, trophies, hams, steaks, toys and clothing

23 totaling $14,942.27.

17

2.

4.

3.

5.

6.

l
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1

2 organizations

$28,094.89

Invoices for various chamber of commerce, community

public relations organizations totalingand

3

4

5

6

As shown on Schedule RLM-8, column (D) and supporting Schedule RLM-

10, this adjustment decreased test-year expenses by $531 ,731 .

7

8 Operating Income Adjustment No. 4 - Supplemental Executive Retirement

Plan9

10 Please explain the basis for the adjustment you made to the Pension and

11

12

13

Benefits operating expenses.

I made an adjustment to the Supplemental Executive Retirement Plan

("SERP") portion of the pension and benefits operating expenses.

14

15

16

Please explain your adjustment to the SERP.

As explained in the Company's responses to Staff data request 1.81,

17 TEP's test-year payroll loadings include the cost of a SERP. The

18

19

20

Company's test-year operating expenses include $927,925 related to the

SERP. The SERP is a retirement plan that is provided to a small select

group of high-ranking officers of the Company. The high-ranking officers

who are covered under the SERP receive these benefits in addition to the21

22 regular retirement plan.

23

r

Q.

A.

Q.

A.

7.

18
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1

2

Should ratepayers be required to pay the cost of supplemental benefits for

the high-ranking officers of the Company?

3 No. The cost of supplemental benefits for high-ranking officers is not a

4

5

6

7

8

necessary cost of providing electric service. These individuals are already

fairly compensated for their work and are provided with a wide array of

benefits including a medical plan, dental plan, life insurance, long term

disability, paid absence time, and a retirement plan. If the Company feels

it is necessary to provide additional perks to a select group of employees it

should do so at its own expense.9

10

11 In recent ACC Decisions did the Commissioners determine whether SERP

12

13

14

15

16

17

expenses were recoverable?

Yes. Recently, the Commission agreed with RUCO that SERP expenses

should not be the burden of ratepayers. In Southwest Gas' latest rate

case, (Decision No. 68487, dated February 23, 2006) the Commission

agreed with RUCO that SERP should be excluded from operating

expenses. in Arizona Public Service's most recent rate case, (Decision

No. 69663, dated June 28, 2007), the Commission voted to disallow18

19 SERP. Moreover, the Commission voted to disallow SERP in the UNS

20

21

22

Gas rate case (Decision No. 70011, dated November 27,2007). I see no

reason to depart from this precedent, therefore, RUCO recommends the

removal of the test-year cost of the SERP from operating expenses.

23

19

Q.

A.

Q.

A.

l  l I
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1 As shown on Schedule RLM-8, column (E), this adjustment decreased

2 test-year expenses by $927,925.

3

4

5

Operating Income Adjustment No. 5 - Incentive Compensation

Please provide an explanation for RUCO's adjustment to the incentive

6

7

8

g

10

11

12

13

14

15

compensation expenses.

After reviewing the Commission's position on incentive compensation

expense as authorized in Decision No. 70011, dated November 27, 2007

(the recent UNS Gas rate case), RUCO recommends a 50/50 sharing as a

reasonable balancing of the interests between ratepayers and

shareholders. The incentive program is comprised of elements that relate

to the Company's financial performance and cost containment goals,

matters that primarily benefit shareholders, plus elements based on

meeting customer service goals, which offers opportunity for the

Company's customers to benefit from improved performance.

16

17

18

RUCO does not generally vary from the strict implementation of the

Historical Test-Year principle to avoid mismatches in the ratemaking

elements. RUCO determined in the instant case the test year was not19

20 abnormal, and therefore, RUCO dismisses the Company's proposal to a

21 four-year average of the incentive compensation expenses.

22

23

Q.

A.

20
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1

2

3 A.

Please explain the elements of your adjustment to the incentive

compensation expenses.

As shown on Schedule RLM-11, this adjustment consists of two elements.

4

5

First, I restated the Company's adjusted level of the incentive

compensation expense from its proposed four-year average to the actual

6 historical test-year expense level. Second, I split the historical expense

level on a 50/50 basis.7

8

9

10

As shown on Schedule RLM-8, column (F) and supporting Schedule RLM-

11, this adjustment decreased test-year expenses by $1 ,525,378.

11

12 Operating Income Adjustment No.6 Rate-Case Expense

13 Please discuss you r review of the Company's proposed rate-case

14

15

expenses.

The Company has budgeted $900,000 for rate-case expenses for outside

16 services and proposes to amortize that amount over four years. RUCO

17 has a concern over the reasonableness of such a large financial burden to

18 the ratepayers from this requested adjustment. RUCO believes the

19

20

21

Company's proposed rate-case expense of nearly a million dollars is

excessive and should be reduced significantly when compared with rate-

case expense allowances in a long line of cases that have come before

22 the Commission.

23

Q.

Q.

A.

21
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1 Unlike the rate-case expenses for TEP's affiliates UNS Gas and UNS

2

3

4

5

Electric where a significant portion of the costs incurred were due to the

allocation of TEP personnel assigned to perform tasks associated with

those individual rate cases, in the instant case TEP is requesting recovery

of $900,000 from outside services. TEP labor costs allocated to UNS

6 Gas' rate case was $476,602 and $256,734 was allocated to UNS

7 Electric.

8

9 With consideration of the Commission's authorized level of rate-case

10

11

expense in the recent UNS Gas rate case (Decision No. 70011) of

$300,000, RUCO believes the instant case warrants a reduced level of

12 rate-case expense and recommends a 50 percent adjustment. RUCO has

13 no disagreement with the Company's proposal to amortize the rate-case

14 expense over fouryears.

15

16 Therefore, this adjustment reduces annual rate-case expense from the

17 Company's proposed level of $225,000 ($900,000 / 4 years) to RUCO's

recommended level of $112,500 ($450,000 /4 years).18

19

20 As shown on Schedule RLM-8, Column (G), this adjustment decreased

21 test-year expenses by $112,500.

22

23

22



an

4 r

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

3 Yes.

Operating Income Adjustment No. 7 - Propertv Tax

Do you agree with TEP's methodology for computing property taxes?

have used the same methodology to compute RUCO'sI

4 recommended level of property taxes.

5

6

7

8

9

Please explain the reasons for RUCO's property tax adjustment.

My adjustment consists of two elements. First, RUCO's property tax

adjustment reflects several adjustments to the net plant in service.

Second, RUCC)'s property tax computation uses a different assessment

10 ratio than the Company.

11

12

13

14

Please explain the first element of RUCO's property tax adjustment.

RUCO made several adjustments to net plant in service. The value of the

net plant in service is the initial component in the calculation of the

15

16

17

18

19

20

21

22

23

appropriate level of property tax expenses. These net plant adjustments

are depicted on Schedule RLM-4. Moreover, to avoid a double count in its

calculation of total net plant in service, RUCO reversed additional journal

entries for transactions associated with RUCO's plant adjustments. These

additional components were identified by the Company in its response to

RUCO data request 10.1 in which the Company, by reconciling the rate

base, illuminated additional transactions directly related to RUCO's plant

adjustments. These additional transactions are depicted on Schedule

RLM-12, lines 2 through 7.

23

A.

Q.

A.

Q.

A.

Q.

H III



9
I

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

3

4

Please explain the second element of RUCO's property tax adjustment.

The second element of this adjustment results from RUCO's use of an

assessment ratio of 23 percent, versus the Company use of a 23.5

percent assessment ratio. RUCO's use of the 23 percent ratio accurately

reflects the ratio which will be valid when the authorized rates in this case5

6 become effective (January 2009). RUCO's recommendation is also

7 consistent with recent CommiSsion decisions in the Southwest Gas rate

8

9

case (Decision No. 68487, dated February 23, 2006) and the UNS Gas

rate case (Decision No. 70011, dated November 27,2007).

10

11

12

13

14

15

The decreasing assessment ratios as authorized in the Arizona Revised

Statues relating to property taxes states the effective rate from December

31, 2008 through December 31, 2009 to be 23 percent. The assessment

ratio will continue to decline by one-half percent each year until it reaches

20 percent on December 31, 2014.

16

47

18

As shown on Schedule RLM-8, column (H) and supporting Schedule RLM-

12, this adjustment decreased test-year expenses by $1 ,800,201 .

to

20

21

22

23

Q.

A.

24



* | 1
I

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

Adjustments To Operating Expenses No. 8 - Overhead Line Maintenance

Please explain the basis for the adjustment you made to overhead line

3 maintenance expense.

4 Through discovery I reviewed and analyzed five years of expenses

5 recorded in FERC account 593 overhead line maintenance from 2002

6 through 2006.

7

8

9

My analysis indicated this expense was sufficiently volatile to recommend

a test-year adjustment to acknowledge the wide variation in annual costs.

10

11 Therefore, my adjusted test-year expense in the instant case is the

12 calculated five-year average of the "inflation adjusted" annual overhead

line maintenance expenses for 2002 through 2006.13

14

15

16

My adjustment is necessary to normalize the test-year level of overhead

maintenance expenses.

17

18

19

As shown on Schedule RLM-8, column (I) and supporting Schedule RLM-

13, this adjustment decreased test-year expenses by $126,584.

20

21

22

23

25

Q.

A.

_ll
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1

2

3

4

Adjustments To Operating Expenses No. 9 - Penalties and Fines

Please explain the basis for the adjustment you made to remove

expenses for penalties and fines.

Through discovery I reviewed the Company's response to Staff Data

5 Request 1.114. My analysis indicated there were three invoices for

6 penalties and fines imposed on TEP that were recorded in test-year

7 operating expenses.

8

9

10

11

RUCO believes if the Company does not prudently handle its affairs and

consequently is imposed penalties and fines imposed, these costs are not

the financial responsibility of the ratepayers.

12

13 Therefore, as shown on Schedule RLM-8, column (J), this adjustment

14 decreased test-year expenses by $9,433.

15

16

17

18

Adjustments To Operating Expenses No. 12 - Payroll Expense

Please explain the basis for your adjustment to payroll expenses.

RUCO does not generally vary from the strict implementation of the

19 Historical Test-Year principle to avoid mismatches in the rate raking

20 elements.

21

22

23

Q.

A.

Q.

A.

26
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1

2

Since RUCO determined the test year was not abnormal the Company's

proposal to average the payroll expense over a two-year period was

dismissed.3

4

5

6

7

Therefore, as shown on Schedule RLM-14, I restated the Company's

proposed allocation of payroll expenses to reflect the actual historical test-

year level of payroll expense.

8

9

10

11

12

As shown on Schedule RLM-8, column (M) and supporting Schedule

RLM-14, this adjustment restated the Company's proposed allocation of

payroll expenses to reflect the actual historical test-year level of payroll

expense and thus increased test-year expenses by $19,651 .

13

14

15

16

17

Adjustments To Operating Expenses No. 13 - Payroll Tax Expense

Please explain the basis for your adjustment to payroll tax expenses.

This is a companion adjustment to the payroll expense adjustment and

reflects the actual historical test-year level of payroll tax expense.

18

19

20

21

22

As shown on Schedule RLM-8, column (N) and supporting Schedule RLM-

15, this adjustment restated the Company's proposed allocation of payroll

tax expenses to reflect the actual historical test-year level of payroll tax

expense and thus increased test-year expenses by $2,689.

23

27

A.

Q.

l
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1

2

Adjustments To Operating Expenses No. 14 -- Renewable Resources

Please explain the basis for your adjustment to renewable resources

3

4

5

6

expenses.

This is a conforming adjustment corresponding to the Company's

response to Staff Data Request 1.85, which acknowledged a failure to

remove $19,274 in expenses in the Company's original filing.

7

8 Therefore, as shown on Schedule RLM-8, column (O), this adjustment

9 decreased test-year expenses by $19,274.

10

11

12

13

Adjustments To Operating Expenses No. 17 - Customer Care and Billing

Please explain the basis for your adjustment to normalize the customer

care and billing expenses.

14

15

This adjustment removes the computed incremental cost increase

associated with the implementation of a new customer information system,

16 designated as the Customer Care and Billing system ("CC&B").

17

18

19

20

Please explain why RUCO disallowed increased customer service costs.

RUCO is disallowing this expenditure because evidence provided by the

Commission Consumer Services Section indicates the quality of customer

21 service has not improved since the CC8¢B has been implemented. As

22

23

shown on Attachment A filed at the end of my testimony, the Commission

Consumer Services Section Report ("Report") on TEP states, in 2004,

A.

Q.

A.

Q.

A.

Q.

28
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1

2

3

4

5

6

there were 9 consumer complaints recorded based on "quality of service"

issues. In 2005, there were 25 consumer complaints recorded based on

"quality of service" issues. In 2006, the year in which the cc&B was

implemented, there were 95 consumer complaints recorded based on

"quality of service" issues. In 2007, through to December 3rd, there were

111 consumer complaints recorded based on "quality of service" issues.

7

8

9

10

Since the Report does not demonstrate the improvements, enhancements

and synergy promoted by the Company as justification for the increased

expenditure has translated into increased customer satisfaction, RUCO is

11 removing any increase in this expense until the Company provides

documentation that the overall customer satisfaction level has improved.12

13

14 Moreover, this scenario of attempting to improve customer service by

15

16

17

18

19

implementing a new system to consolidate call centers and customer

service functions among UNS Gas, UNS Electric and TEP has not yet

proven to provide the significantly enhanced benefit to the ratepayers. As

l have previously testified in both the recent UNS Gas and UNS Electric

rate cases the additional costs incurred to improve the quality of customer

service has not translated into a better level of service, to the contrary, the20

21 evidence shows a higher degree of frustration in the quality of service

22 customers received .

23

29
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1

2

Therefore, as shown on Schedule RLM-8, column (R) and supporting

Schedule RLM-16, this adjustment decreased test-year expenses by

3 $296,230.

4

5

6

7

8

9

Adjustments To Operating Expenses No. 19 - Employee Recognition

Please explain the basis for your adjustment to operating expenses for the

removal of costs associated with employee recognition.

As previously explained in Operating Expense Adjustment No. 3, RUCO

believes it is inappropriate to burden ratepayers with expenses related to

10

11

payments to chambers of commerce, non-profit organizations, donations,

club memberships, awards,

12

gifts, extravagant corporate events,

advertising and for various meals, lodging and refreshments, which are

13 not necessary in the provisioning of electric service.

14

15

16 In the

17

18

19

20

Therefore, RUCO requested the Company to identify costs recorded in the

test year associated with employee recognition expenses.

Company's response to RUCO data request 6.1, TEP acknowledged

$76,125 was recorded in the test-year general ledger for employee

recognition. The recognition program is administered by the OC Tanner

Recognition Company wherein an employee selects his/her service-award

21 gift from a catalogue.

22

23

Q.

A.

30



£1

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1 RUCO analyzed the information in the Company's response and

2 determined no portion of the $76,125 has been removed in any other

3 adjustment.

4
I

5 As shown on Schedule RLM-8, column (T), this adjustment decreased

6 test-year expenses by $76,125.

7

8

9

10

Adjustments To Operating Expenses No. 20 - Employee Benefits

Please explain the basis for your adjustment to operating expenses for the

removal of costs associated with some employee benefits.

11

12

As previously explained in Operating Expense Adjustment No. 3, RUCO

believes it is inappropriate to burden ratepayers with expenses related to

13

14

payments to chambers of commerce, non-profit organizations, donations,

club memberships, awards,

15

gifts, extravagant corporate events,

advertising and for various meals, lodging and refreshments, which are

16 not necessary in the provisioning of electric service.

17

18 Meanwhile, Staff had requested that the Company identify costs recorded

19 in the test year associated with employee benefit expenses. In the

20

21

22

23

Company's response to Staff data request 1.79, TEP recognized $54,442

were recorded in the test-year general ledger for employee benefits, such

as, gifts, awards, luncheons, dinners, picnics, parties and social events.

RUCO analyzed the information provided in the Company's response and

A.

Q.

31



I
q l "

Direct Testimony of Rodney L. Moore
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1 determined that of the $54,442, TEP had removed $14,659 from the test-

2 year expenses, RUCO had removed $16,618 from of test-year expenses

3

4

in previous Adjustment No. 3, thus, leaving $23,165 ($54,442 - $14,659

$16,618 $23,165) in costs recorded in the test year associated with

5 employee benefit expenses.

6

7 Therefore, as shown on Schedule RLM-8, column (U), this adjustment

8 decreased test-year expenses by $23,165.

9

10 Operating Income Adjustment No. 28 Income Tax Expense This

11 adjustment reflects income tax expenses calculated on RUCO's

12 recommended revenues and expenses.

13

14

15

As shown on Schedule RLM-7, column (D) and supporting Schedule RLM-

17, this adjustment increased test-year expenses by $32,062,674.

16

17 COST OF CAPITAL

18 Is RUCO proposing any adjustments to the Company proposed cost of

19 capital?

20 Yes. As shown on Schedule RLM-18, this adjustment decreases the

21

22

Company's cost of common equity and therefore its weighted cost of

capital by 59 basis points from 8.35 to 7.76 percent to reflect current

market conditions.23

A.

Q.

32
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1 This adjustment is fully explained in the testimony of RUCO witness Mr.

2 Rigsby.

3

4 Does this conclude your direct testimony?

5 Yes, it does.

33

Q.

A.
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ATTACHMENT A

M E M O RA N D U M

TO: Rodney Moore
Rate Analyst
Residential Consumer Utility Office

FROM: John La Porta
Public Utilities Consumer Analyst I
Utilities Division

DATE: December 4, 2007

RE: Tucson Electric Power Company - Quality of Service Complaints

Per your request, a research of the Consumer Services database
represents the number of Quality of Service complaints that were filed against
Tucson Electric Power Company ("TEP" or "Company") since 2004.

2004 - Nine Complaints
Company,

1 TEP Response Time, 1 Misinformation from

3 Customer Service Contact, 2 Outages, 2 Other

2005 - 25 Complaints
Company,

2 TEP Response Time, 6 Misinformation from

2 Customer Service Contact, 7 Outages,
2 Can't Reach Company, 2 Pressure or Voltage

Issues,
4 Other

2006 - 95 Complaints
Company,

5 TEP Response Time, 1 Misinformation from

2 Customer Service Contact, 3 Field Visits by
Company,

9 Outages, 69 Can't Reach Company,
2 Pressure or Voltage Issues, 4 Other

2007 - 111 Complaints
(thru December 3, 2007)

2 TEP Response Time, 14 Outages,
92 Can't Reach Company, 3 Other

If you need any further information regarding the numbers above, please
feel free to call me at (602) 542-0819.

uh

an
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APPENDIX 1

Qualifications of Rodney Lane Moore

EDUCATION: Athabasca University
Bachelor's Degree in Business Administration 1993

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona 85007
May 2001 - Present

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

Auditor
Arizona Corporation Commission
Phoenix, Arizona 85007
October 1999 - May 2001

My duties include review and analysis cf financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No.

Rio Verde Utilities, inc WS-02156A-00-0321

Black Mountain Gas Company G-03703A-01-0283

W-02025A-01-0559Green Valley Water Company

New River Utility Company W-01737A-01-0662



Utility Company Docket No.

W-01917A-01-0851Dragoon Water Company

Roosevelt Lake Resort, Inc. W-01958A-02-0283

G-01551A-02-0_25Southwest Gas Company

Arizona-American Water Company W-01303A-02-0867 et al.

Rio Rico Utilities, Inc. WS-02676A-03-0434

T-01051 B-03-0454

W-02113A-04-0616

G-01551A-04-0876

W-01303A-05-0405

Qwest Corporation

Chaparral City Water Company

Southwest Gas Company

Arizona-American Water Company

Far West Water and Sewer Company WS-03478A-05-0801

SW-02519A-06-0015Gold Canyon Sewer Company

Arizona-American Water Company WS-01303A-06-0403

UNS Gas, Inc. G-04204A-06-0463 et al.

UNS Electric, Inc. E-04204A-06-0783

2
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION REFERENCE (A)

OF GROSS REVENUE CONVERSION FACTOR:

Combined Federal And State Tax Rate

100.0%
025%
99.7%
39.5%
60.25%

1
2
3
4
5
6

CALCULATION
Revenue

Less: Uncollectibles
Subtotal

Less:
Subtotal
Revenue Conversion Factol

Company Response To Stair Data Request 1.85
Line 1 - Line 2

Line 14
Line 3 - Line 4
Line 1 / Line 5 1.6598

Line 7 - Line 8

100.0%
7.1%
92.9%
35.0%
32.5%
39.8%
99.7%
39.5%

7
8
9
10
11
12
13
14

CALCULATION OF EFFECTIVE TAX RATE:
Arizona Taxable Income
Arizona Stale Income Tax Rate
Federal Taxable Income
Applicable Federal Income Tax Rate
Effective Federal Income Tax Rate

Subtotal
Revenue Less Uncollectibles
Combined Federal And State Income Tax Rate

Line 9 X Line 10
Line B + Line 11

Line 3
Line 12 X Line 13

I I
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-3

Page 1 of 1

ORIGINAL COST RATE BASE STATEMENT

LINE
no. DESCRIPTION

(Thousands of Dollars)

(A) (B)
COMPANY

FILED
AS OCRB

RUCO
ADJUSTMENTS

(C)
RUCO

ADJUSTED
AS OCRB

(D)
RUCO

ADJUSTED OCRB
ACC JURISDICTIONAL

1
2
3

Gross Utility Plant In Service
Accumulated Depreciation

Net Utility Plant in Service

$

$

2,880,566
(1 ,493,988)
1,386,578

$

$

141,454
(193,570)
(52,116)

$

$

3,022,020
(1 ,687v558)
1,334,462

$

$

2,219,459
(1 ,159,791 )
1,059,668

4 Plant Held For Future Use

5 Total Net Utility Plant

$

$

4,014 $

1,390,592 0 s (52,116)

$

$

4,014

1 ,338,476

$

$ 1,059,668

6
7
8
9
10

Deductions:
Cult. Advances For Const.
Customer Deposits
Def'd Credit . Cont'd PI! & Retm't Oblig.
Acc. Deferred Income Taxes

Total Deductions

$ $ $ $

$

(5,978)
(12,538)
(6,823)

(217,503)
(242,842) $

17,408
17,408 $

(5,978)
(12,538)
(6,823)

(200,095)
(225,434) $

(5,978)
(12,538)
(5,028)

(147,437)
(170,981 )

11 Allowance - Working Capital $ 40,488 $ 3,946 $ 44,434 $ 33,224

12 47,455 (33,242) 14,213 $ 14,213

13

Regulatory Assets

Regulatory Liability

$

$

$

$

$

$ $

14 TOTAL OCRB $ 1 ,235,693 $ (64,004) $ 1,171,689 $ 936,123

References:
Column (A):
Column (B):
Column (C):
Column (D):

Company Schedule B-2
RUCO Adjustments (See RLM-4, Columns (B) Thru (G))
Sum Of Columns (A) And (B)
Column (C) Multipied By The Same Ratios As TEP's Percentage ACC Jurisdiction is To Total Company
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-6

Page 1 of 2

ORIGINAL COST RATE BASE ADJUSTMENT no. 6

ALLOWANCE FOR WORKING CAPITAL

(Thousands of Dollars)

(A)
LINE
no. DESCRIPTION REFERENCE AMOUNT

1
2
3

Cash Working Capital Per TEP
Cash Working Capital Per RUCO
Adjustment

TEP SCH. B-5, Page 1
RLM-6, Page 2, Line 35
Line 2 - Line 1

$ (25,022)
(21 ,796)

3,226

TEP SCH. B-5, Page 1
TEP SCH. B-s, Page 1
Line 5 - Line 4

$

$ 18,972
18,972

4
5
6

Fuel Inventory Per TEP
Fuel Inventory Per RUCO
Adjustment s

$ 351,825
351,825

629
629

7
8
9
10

Materials And Supplies Per TEP TEP SCH. B-5, Page 1
Materials And Supplies Per RUCO TEP SCH B-5, Page 1
Materials And Supplies Per RUCO Luna Plant Rate Base Adjustment No. 2
Adjustment Line 8 - Line 7 + Line 9 $

11
12
13
14

Prepayments Per TEP TEP SCH B-5, Page 1
Prepayments Per RUCO TEP SCH. B-5, Page 1
Prepayments Per RUCO Luna Plant Rate Base Adjustment No. 2
Adjustment Line 12 - Line 11 + Line 13

$ 5,895
5,895

91
91

15 TOTAL ADJUSTMENT (See RLM-4, Column (G» Sum Lines 3, s, 10 & 14

$

$ 3,946



1
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Tucson Electric Power Company

Docket No. E-01933A-07-0402

Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-6

Page 2 of 2

ORIGINAL COST RATE BASE ADJUSTMENT no. 6 . CONT'D

ALLOWANCE FOR WORKING CAPITAL

LEADILAG DAY SUMMARY

(B) (D)
(LEAD)
/ LAG
DAYS

(E)

LINE
no. DESCRIPTION

(A)
COMPANY
EXPENSES
AS FILED

RUCO
ADJUSTM'TS

(C)
RUCO

EXPENSES
AS ADJUSTED

DOLLAR
DAYS

$ $ 0
0
0
0

$1
2
3
4
5

OPERATING EXPENSES
Non-Cash Expenses:

Bad Debts Expense
Depreciation
Amortization
Deferred Income Taxes

Total Non-Cash Expenses $

2,490,991
82,440,295
12,587,778
(8,038,493)
89,480,571 $

(2,490,991 )
(82,440,295)
(12,587,77B)

8,038,493
(89,480,571 )

s
$
$
s
$ $

$ $ 19,651
(1 ,525v378)
23,216,300

126,343,000

$ $

(27,721 ,230)

(420,344)
(309,734)
(108,525)
(15,381 )

(1 ,583,20B)
(218,245)

(5,947)
(1 ,800,201 )

(B4,57B)
50,695,903

13.26
244,32

24.1
35.7
39.5

95.32
~D.7
5.1
35.9
7.4
19.7
11 .4
48.4
46.1

213.78
12.91
42.3
90.81
1825
14.3

6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Other Operating Expenses:
Salaries & Wages
Incentive Pay
Fuel Expense
Purchased Power
Purchase Transmission
Lease Expense
Remote Generating Plant O & M
Office Supplies and Expenses
Outside Services
Property insurance
Injuries and Damages
Pensions and Benefits
Miscellaneous General Expenses
Rents
Property Taxes
Payroll Taxes
Current Income Taxes
Other Taxes
interest on Customer Deposits
Other Operations and Maintenance

Total Other Operating Expenses

60,946,931
3,838,440

257,956,424
70,668,694
4,771 ,517

102,740,975
31 ,798,784
6,542,004
6,361,869
2,091 ,138
3,635,397

15,825,396
9,269,497

660,232
30,751 ,385
5,508,194
(4,221 ,970)

179,866
574,863

58,358,617
s 668,258,253 $

(30,499,097)
135,884,984 $

60,986,582
2,313,062

281 ,172,724
197,01 1,694

4,771 ,517
75,019,745
31 ,79B,784
6,121 ,660
6,052,135
1,982,612
3,620,016

14,142,188
9,053,252

654,285
28,951 ,184
5,423,616

46,473,933
179,866
574,863

27,859,520
804,143,237

808,416,871
565,127,308

6,776,262,643
7,033,317,476

188,474,922
7,150,882,093

(22,259,149)
31 ,220,465

217,271 ,ass
14,671,329
71 ,314,315

161 ,220,939
438,177,397
30,162,539

6,189,184,176
70,018,882

1,985,847,348
16,333,631

104,912,498
39B,391,13B

$ 32,208,948,473

$ 74.6
51 ,75

$27
28
29

Other Cash Working Capital Elements;
Interest on Long-Term Debt $ 43,417,161
Revenue Taxes and Assessments 59,055,220

Total Other Cash Working Capital $ 102,472,381

$

$

(2,238,155)
9,874,581
7,636,427 $

41,179,006
6B,929,801

110,108,808 $

3,071 ,953,877
3,567,117,215
6,639,071 ,093

30 TOTAL CASH WORKING CAPITAL s 860,211 ,205 $ 914,252,045 $ 38v848,019,566

31 Expense Lag Line 31, Col. (E) /(D) 4249

32 Revenue Lag Company Workpapers 33.79

33 Net Lag Line 28 - Line 27 (8.70)

34 Col. (C), Line 31 $ 914,252,045

35

RUCO Adjusted Expenses

Cash Working Capital Line 29 X Line 30 / 365 Days (21 ,795,734)

References:
Column (A): - Company Schedule B-5, Page 3
Column (B): RUCO Operating Income Adjustments (See RLM-7)
Column (C): Column (A) + (B)
Column (D): Company Schedule B-5, Page 3
Column (E): Column (C) X Column (D)
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-7

Page 1 of 1

OPERATING INCOME STATEMENT

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(Thousands of Dollars)

(B) (C)
RUCO RUCO

TEST YEAR TEST YEAR
ADJM'TS AS ADJ'D

(D)
RUCO

AS ADJ'D
ACC JURID'L

(E)
RUCO

PROPOSED
ACC JURID'L

(F)
RUCO

RECOM'D
ACC JURlD'L

1
2
3

$ 691 ,451
58,402
34,542

$ $ 691,451
242,187
35,671

$ 691,451
183,785
21,976

$ 36,254 $ 727,705
183,785
21,976

Operating Revenues:
Electric Retail Revenues
Sales for Resale
Other Operating Revenue

183,785
1 ,130

4 TOTAL OPERATING REVENUES $ 784,395 $ 184,915 $ 969,310 $ 897,212 $ 36,254 $ 933,466

5
6
7
8
9
10
t i

Operating Expenses:
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other o & M Expense
Depreciation and Amortization
Taxes Other than Income Taxes
income Taxes

$ 265,955
30.634
40,035

315,104
82,440
35,831
(12,260)

$ 23v216
(15,960)
126,343
(54,670)

3.812
(1 ,8B5)

$ 289,172
14,674

186,378
250,434
86,253
33,946

$ 258,992
13,871

149,015
304,293
60,592
27 v562
32,063

$ $ 258,992
13,871

149,015
304,293
60,592
27,562
46,474

12 TOTAL OPERATING EXPENSES $ 757,739 80,857 $ 850,856 $ 846,388 $

14,411

14,411 860,799

13 OPERATING INCOME (LOSS) $ 26,656

$

$ 104v058 $ 118,454 $ 50,824 $ 21 ,843

$

$ 72,667

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):
Column (F):

Company Schedule C-1
Testimonies, RLM 8. MDC And Schedule RLM-8, Pages 1 Thru 6
Column (A) + Column (B)
Column (C) x Jurisdictional Factor
See Schedule RLM~1
Column (D) + Column (E)



I
4

no  9  a n
U 4-5  E o

. 1
U) g N
w d* 0
o :
ID 8  ' 8
o .c mQ u Eu

W o.

§@853 §'
Es

a

E84go

|-zl.u

E_I
cm M

on E in >1O |- up 2
Q z 2 3 8
-  -s z u. _0 m -5 l-4 4 8

l-

»,>; "'
Dar:

£=E*§E
3 3 IAnn.

E
m 4 .., 8
O 4 'J-8 z.-. 2 Q u.l

Q *U n. 8
8 |- >< -
=c 4 up LEas u.l

|-

III
r- Dl4501*

Oni»J_,E20Er:
"3E¢»15n*(J4 l.L|

E

|-N g 8 "PD EO I m .r
3 z 4 3 m
" 8 E Q Im4 Q LU 8

U3 a.|' 3 v 'o Ir 2 |.u t 3m G z8 2 3 E
| -
an
w
P-

g

l.u
Ra

no ea 3 'T

d 8 8 3
z : m re

3 E '5 1
4 o E 05 an

m
z U4... an

B E
CL
m

0
re
Iau.

E n
4 3n.5 E
o mQ 4

s

uw

5
>-

2
Q
I-
a
no
u
m
l.Ll
D

t -
O
U
4 :

Ar

an

as

Ne

n

an

an

av

10

g I* nv 3 iv
9 n Ur
w 3 1v 8 9m mID r-

an

1 e 3

E ilglf
3Qi€2'3§
ii £558

•
3! _go

£8 'EYE{'3'8_8E§

'9
gv. an r-N8 8 8
9.
w

-

an

al

Ur

an

or

an

n'

in

-

in

in

nm

m

as

nm

1' vi no
9 9 9

. vo

l \

as

an

iv

iv

-

UP

an

ii

v

1

l g .

•

D

in

in

V.,

0

in

-

41

in

T l

Ur
11
11
19
U

a

g
qll_
Q

Ur

l
z
l l
>
| :
a
E-

U
n.
o

2
o
r-

9.50
E8 23 we

' W m
¥ u m 8 m w
- Q cmQ s * ) 4 0 :aW ° n D
o u.'Lgg1818 E

o.

1: - E -
j 2 3 s 2
s 2 3 .s 3 2 ;

go _,s E s g <° 3 n.
E : E E 8 3 s Gs 9383 '98 !.'é'= g*§ -§ 4 iii; §§=§l"° 85

,a E 8: : J=:, *la at #pi ii§'= .4 -85 $3448-¥§§*'€==5§§§8§§§.. I 88988.EE8.3*i5§§§..§,&=§§5 §;_; . . . . . . E i v8 8 .
Ii. = §i3§§§2§i¥§§§§5§;!2§§ E§§§§§§;§g¢§§§ §=i;-
58é5885858885383E:3:§§8§§§§8§§§3ii3§ii5§§8§§§§88£2

iv

ea

an

us

-

Ia

an

an

8
8
2

0

. E :
W L.

m

'R
, . * Q . . . . , . .

§

rinu:\|4 v'|€a§rJr¢<-,n »N

- cy l.r> m r -  o N  m

°- __. . _ _.-= » <» e .- -f v .- .-

S
5

131

ifa

§@il§"" E811
liigigii viii

sue:

ca
- W  "  W

W  :
we we

3
8

3

1534 ..m.:9°.9an

an

an

Vu

an

UI

-

4 6_ W._ -4
8

an

an

no r- u- N p: Er r-

:

3

ill !| F
.4988 n1§*il!§

an

as

an

-

Vu

Ia

as

an

m l n m
ln 1nlra
1n 1n1n

-

-

as

UP

49

o

as

0

as

-

oIJ
o
Rf
" ;

935588:-

51

an

-

n

-

no

as

nm

U!

in

E! ,she

. .
§

3 1
-5

n. w0W W'- cu 0E n. ll I
iiiil

"E
m
LD
m

omno I-
\ D
no
as
so
no

1-I. i
m m m

U
5
E
'E
G
u

"é4
8

ld
v
in
in

4
on
ID
In

m
3> N

{ q -h o w

E 3 49 4.5
c . > ' * ~ E
..'`a'u\ l l ¢ ( uB m uQPTHQ
Cl-35
. 2 0 Q
b u g :3 .uJ
L U 2 1 5c IJ
LQ 4a D : n

D r -

IJJ
3
_J

dz 4-  iv am Q s i ID h

1

l

no n l-l\Il">9ll|I.p-lD\ 1- N n  V ID I an
hl W re pl 8  N  W

.5

Ia  o
PI Ra Ra 8 9N



l
2*

m
.3 =e 4-E aE -|
ll M F*
m la -a
o '5 *

U
§ D 3.c
L) u m

an :L

(DQ
Q

>- Nc: .

sowE " 34 9 4o"*E
U) uh m m
Q . _ g
. 2 9 8Lu::
3 "1M28
oV)-
L11iw

+-
z

3 D -
: in |_,H . .5
Duo O 8..-1q9,EI222a:
s < 3001
on ( 3 8DZ£ 4
Q D
z 3
l= m4g UI
al 4 1
1 no
o 4 .- 8
ll Lu Ia
o  >- "  3
>- '5 4
x u.l§ r-
E
::
m

E...|
in M

as E cm >1
o 1- au z9 2 ...J z- -;  -1 E
U 3 no IZ
4 o. 88

|...

IIJU F )

O z 4
2 z .J l.u cc

.~.,>; 51'
-.58 -|I2n§g

rein.

E_IUr l.u no
. m - >o 5 9 z

8 z nu O-- W 4 E
3 E; x r:( as 1.u 8

r-

\.u
I- orn 5 8 'T

d E Ur 3
5 z o z nr~_. no m .8 :L § I

4 & up o2 an

N 'Si 8 "P

,_ o 8 3 3
u z -=c Ia "'

* :L a. I
Cr Lu ><4 Q LIJ 8

up
. J

v _4
. >

o nr "
5 2 8  * - = 3i v . z

3 z  :a E|-mup
+-

E

_. z_1
. |-
3823=c 9

-QE
ITS
ID

u
Hz
u.1
u.

m
3.J

s.J

8
D.
n r  3
n u  5
" "  F

m
l.u
| -

>~2 D4 u.l
m d5 LL
Q no
0  4

um

U
D
E
,L

z
Q
|-
&
EC
u
an
\IN
D

t
U
(J
4

d
2

r:u.1 c c Q

c ._ E213 oW =55..1:2==m> °c u.Dj
803 °c"¢"¢"a»::°: .Qu¢'F"0 v »v 8."» B8 uumo.3 ,.n u >¢:l:n¢°.- 3

; m j 4 M3u-»
=L.::§:_g§.Eua.U)wn....J

E
-8

. § E 8 E E SE 8 i §
'E .n §'5 3. "g ".e 5 - § i i '
i 8 ' §i!.§.i : E E : i =§
2 g ii 3 §§23i=§i8 828 4, §3.==l;= -i
. .E . 3 _ 833.-2 4*~-'='°* 1 =-8 : "=iE_ié§l

34-3ie :EEi==';=3l -84§§a§3<;§'8.=*-;§§§Es§§ El; 4; §*:;3;§=4.8933§8§8 341314323 §E@;8'3i8§E;*l§§€§§= E-=i3l§5£§iiiii==8-5
§388§§3§83§3E8§Eé§i8§l£8E;3888ls§§§§§885E§;*81; z3=3§§§8§3883

us

-

an

an

-

an

Ur;

in
C

»

¢
59

9 8 N 2M .~. _ | »
N

in ac FID ID Lm

IJI8:sE a

8
9v
'.:

uc. :
3 8 23

"3 I: vs c • -o
8 E la -JR C 5

.cnmno

8

4s6:

5*
,8

8

ID c
o in
c  N
m i

as

an

n

-

¢n

an

-

as

in

nm

1- N 3 Q in Q Q8 8 In 8 8 a> Up E

Wl

9:6E

133
:

D ' E=» 8
9

u 1.1

r: n E  E
16

c 8 u3 m<Q U

no

me

as

iv

9

8.
( |
m
2 .

n

-

n m

».:
o

SO...w. q
88

n

.Q m
c  u

>W

Ia

8 go. Q ,,, . . ......,of ...

9r
t.:N
8

Ia

a:

Q
S!

s
:g

2 3 i f  2
r im

9
6\n4̀, m

' a
" l
R§

3Q
LQ

44

m. . . . :»:N:

§5. -o , .2 4

38we

6

84-~4

Em EQ. I:

;»;
cos,

0

31s

§
£7

. . .o
o
UI
ml

-

iv

an

=_

E

Ur

a
' -1
8.N-..

S

up

-

Q

an

an

as

no

v. H  =
1. =»
m 8  In

'Q
n

-

as

in

as

we 'DID
38838Q QQQ
83333l)t>I!!)l"I
9 9 9 9 9

LD m | m mm U!  as m Ia

'E
E E

8 . 8
8 8 .

an

-

0

iv

an

-

an

an

us

2
8u
'E

8

m vs an as in

in

an

vs

UP

-

me

-

la

= .u ' B en

: ; =C o =9 QLIJ2 4
3 ° 8 8 83 3 g c g g g o

Dml1 (1" '.

8 9 9 s 9 8 9 S

- N Ra W ID8 r m onu Q ca G D Q Q D

6 BE 5
2 2 m

9

:1-
3.
Q
=.4---

x:
o

g m

E

GET-> uv
r4 ifm ¢

0

0

-

-

in

an

an

on

i v  - in

-  -  0

* - a

- in -

-  uh ln

Dr u  v

Ur in 0

-  - en

in iv  U

- 49 U

9 M» E. Q 1
1 1

*
an
=
|-

§
5

'e
| -

4
a 3 3

8  s
*- la: 1

;  :m .m
W 11
5  s

5 1h hQ r

Q ..
1' E. .

o nn uInnaii
~..

15llR h
hrn aAna-

* n
3  31- 9-
3  3

g  ;'_ »~
2 914. 4

oa  :l_ I
* 1o I:Q In
N l~Ra r..-

Ea
88

=s
E T



1
h

la up ED
LI m-§ E  D

. J  v*I* 1in an 08
"a 3  m

UQ no 2.z  nLJ ea as
U) D.

§
i  E

` .,§
§=§
9 3 5
88%
.835

u  D  .3

23=»»1Q=¥
385;EzQQO
q(l.lJI.l.JUJ

m m
I-

'=:'5*=18
mm E

_owgz82230-;o_»522-f a
83:2

IDm (3 so4"` U z 'T- E_ o 5 'J -|
E. z E E xi-;

z Q( W:x 4 m
u

in1' 3, _ O a * Z
- m a g

1-mm|-

8
an E
' I o >=

Q 2 § o §- 4 4 0 -
2 2 5UJ|-

8 5' 8 'E
m w E

,_ o 3 g o
z

Q. l.u O E
-1 Iaz W3 nu l.u us

u: ac m
|-

Ra

68 2
-;D-1

N
»\ 65 2
" -iDac

8
9 '5 4. >-
o 5 5 2ac z in O

" -4 5 o EQ :a r-
4 .1 8

t-

|- 8
'T""w>1QZUU2

S z F - 4 D
" »£5493931414-

|-

o .cm 1- Q r

-5
o
4

3

Lu
3
_J

D
oz
m
LL

1
5' 83 -|E> .-L In. um

§=:>:L
5:5DEE.Lr .
* ogm

::

z
9 .
I-
8
go
U
U)
Ia
D

l"
84.

dz

n

b i

-

UI

an

n

as

-

n

s 4 §
I 4848
81484
838-J

" ' 5 3 9 8U 5  D W " :
I:

2=*38"-»"~=h- I)_*|- 3381-

9
*.we
3°='rm,_
888

3

' N an

iv

-

an

Ur

Ur

in

0

an

an

in

an

in

Vu

n

Ia

-

>l l

'T IN in |

as

in

no

.| .

in

-

no

T l

I

UP

0

en

us

no

-

Lu

u
>
I
¢
n
.E¢
n..
l l
B.
o

2o:-

In

a . E
: .a
U U

E LIJ LLI
Eu 1 -5

u E aD 4
N 13 W

ano > _8 U) E 8
3 no 4 c go in no

4 nr E -5 m
E u at

ECS a c a ::o aN ll_ o
a. - .- c o. 8m * n 8 E T mm 8 m Ia

C m E -u * nl-m • on m c in.9 c: E E " 833.. ==3t= an. 4 : c W: Q c cc ._ ea _ 8-E £ 4 E
l l 3° 3 C 9 cu WP-

ua - . 4 n o :
o 8 3 D 8._.|oIuj III a 4

p -. N l= . -2 u - . -a 3 " = * c o ' " E m 3 : . : ° 3 * +- "" ur3 noo _ M . . . . - , , ¢ o m g o t E t " 3 _ u l o E c 8 . . . , , __
8 § § ' L . » £ - ._ § § n m 8 E & ; 3 § : - E > I ° u ' § ! n ¢ n § O S w § 5 w L { ' l l U E¥ m m u 8 w ._ » m = * * a m 5 2 _ : 0 4 0 l - 2 = * * * . - g ¢ - ' D * \ - * ~ . _
g r Worn _ m g0l!Jaoa 99°l l n . . c °mt*5¢3°°°-N..: °'°ln :Damon
: : U = m : uqanuut101 3 l . \ n n u ; ' n n = 3 lu. 3l:mnau0>3. m... a n n u mu w 4 0 n 0 u o u u u 0 * o U ) |.>uuu¢" 5°U)¢n..-louuuou3¢D¢¢g_l o o o u u
... ¢g_*| : 414 I-'3l ¢n m¢¢ux¢ naaaU: c ¢ | cmmmm¢l: m mmc mmrum°_\IJ,,m : c c : r : r:". ¢ c :r:cu|* *°f° .= ° - 9 "' ¢, ¢'... ...- danouuaro m o laau » c --*_*_ ___ :£nn'l mmuuu:° c . = v 3 - - - - - - - - _ n a . . ' 3 " ' - u ° E c : : c c * | - o ° | - 8 :4 , , - -m¢, o : : c : : . c w r : , .cr:.r:.c * Lao "ns='\*0 _._ lul¢WqrCU:...._....._....g ,'_ °"*¢¢ummmm4 ,_ n. mmmm _ , nD_' >_ :u,, no¢u>fB."l,mmmmm

mwm m m 4 n a w 4w 4m » x
an D 3 l'S ii

: -aR g 2
a

as

nm

Ia

Ia

»

m., »~u=
':v"7='99

iv

mwiv
u
xa LU

c: 3

n

up

8

as

61

0a v- ml i; m r- Q N to v

§H  . . . . . , , .  , .v'
9
i i

D-
E

-r.

3 8 9 3 8

i E .
§ 83 8 5
" 8882-3
lliiiiiéatD.
8 § = » anoh
u J " é " 5 0 §

:- v - »
<

e a

§QE
z

UD

vs

-

w

in

an

1:
1:

-

: gn  . . .
5 z

-

-

.sE
54 a

£ 4 T-5
38 832:
. -.0 a3-EE

8 sa§§;93

WN

-

us

Vu

in

an

an

iv

an

" 2§ mQ 1RD no
M.UP
-_

an

-

mummumLDIDIlJ

DJD 4'N mRa

F-

0

in

an

ea

-

an

an

N 1 o Q Q h - r- vo <0v in H so Q Vt no VuN re v v

-

an

9

an

Dm 4in mIf)

8 ID Ia |-rsmmnexranrJ=r<a"¢<r

g 5 i 3 i

; I 8. s
§8§;§§§£ Ag §§5=§. =§m¥i5:3 i 88888

c c c c c .EHz:la n; as m as u nm Ru D
m mm IB as

3-n

us

uh

-

-

-rm

-

an

an

WW.  " 1  . . . . . , . . . .
8

1: c :I
.2 o18

al;§"E
0.4

E

go

la on cav- PP RaEr

E z: c c: c
:: 'E 'E c

16cmIDIa

E
c

nhm

1
8mD.
8
U
3
.E
Eo
u



\ *

IJ
L: "p to" E o
E ...s -Q
v  n o

m m 4
o :: on

14 D W

3  - g 8
LJ u m

CG D.

m

8
E s
88=u'~€

833

2988

2 3
Ia au D I1-
O 6 z 86 z .J 8 E-2 n. -Q E U P
< m 8 8|-

1L 0>0O'5'.»:a
8232?¢">-..Dw§2

322 8
9235q w4989-

IIJ
112 8 9

. J

a.,,==>

m 4" o
... d 2 8 5
Q. 2 g o 8u

9 6
u.l
| -

o
D

'.'3 4
>

. - .  o D $3 z
n:  2 ( 1.u U

m Q E
|-
in
l.u
r-

3<rUM8_..ll.u.m1.rJ>__043¢z
ZWau4 m 8

r-

n

f- G5 z
" -i

n

M

1 d3  2
-s
D
<

E 8.-053Q'Um):
,_d2 wz_lz t o

-54/62a_,u.||-
3 r-

8P-
9 2 ¥
6 5 5 3

g 2 a 4 O

3 5 o E
4 3

D
4

l J . l  E  , L

o
nr:
m
II.

LD
E
_I

3 9
_| E_j -I
Q M
m :; o
4 an

8  4
a c  E
> .
ac I
a. o

an

+-
m
l.u
|-

z
9.
1-
&
Lx:
(J
m
ii!
D

I'
8
4:

d
2

' 2 8 s.§ 2 i Lu

I n as us 1 ggggaiil

Qgééiiéigiggiigigg.
§,3§§§l3s§° l§:8§8§§§l:l:g§,§=§§5§

w

-

-

an

al

-

an

-

-

A

no n m v m m n n m o n m v r ¢ .¢ ' 6 9 ¢ 8 ¢ m  0 n ¢ g g } g g g ) m 8 § § q | l -||l.t 1r>1n|n """ '9

0ll
5 n
n. '° •2 0 4

c _ =".-a ._
n u " .- D

3 9 5 E : 4 § &
M... e x a . ¢ u .
- 8 " c .DW :an m >¢

Lu: l.IJ8

Ge zn

l~.1prsm m e-N H

u- N rul |- r

E
ll E883_é33f

His? -= il l l n i § ; ; F ' . i
Se 58985 :

Q
.§§§i§i§

: 434
' = § l ; § ;

1§§§§€!§
888;£3

c3
a ac:
c .

+3

E
go
n_

l !

UI

an

u!

no

an

an

§

v- N PI w -.
8  8  g  8  8  8  3

1r

D
o E : 1:D:

5=.=
'ft

.5
. *  " ' .

E
'é

In

an

-

n m

vs

ll

v

w

-

an

N Q

n nr>

g. , . . , , Vu
:

mm

._ .n _ m S- B »~ ».
»~ _ .»-A  . P N

D.$1

8
s

no

3
c \n Ill

3  a s n 5n a vsla182 ca.
c D

T1. , . ..»S

"v 9 5- . ,_
:

E g
E 2

- 2* -
gt  9
111 z
L'>= =_ 1:
D; n
... Eu l  ¢ E

§. . .

8

._
Is
"»u
':.

-

g
Qt
:_
8

E:
9D
.=:.

01

-

Ur

F
'S
s
5

iv

D

-

no

A*»
4
1
11
2

an

o 8 2F g gc g »8 Q n. n. Q Q. a-
8 5 5 ._ E Ura. E D r- o 3

an

in

»

-

an

-

in

Vu

§§§§§
3333?
§§§93

D\n fn | Sn m G
T

Em
HI E
5 8 E

iv

-

an

an

vv

in

-

an

\»

* i
858831848

aW
uh Emu
gaol =5=E

g:&~8'°=='°*l D-4l-E E

an

-

n•

n

n m

us

8 8 8 8 5 8 3 5

. . . . . . __.,

8 E as 6 18 8 E E s

bc .3 g
.9 ,_ =
E w |-

;Mn
3 3

» I.» _
Q QN

la
r. | -

in

iv

an

-

-

In

as

\»

no

ab no U

- an al

iv - al

n an U

iv iv iv

9  -  i v

*  *  U

an an \»

|»*  U

._ID in
a H.

In
rt_

u
.E

8
D

| -

m
ana:

| -

Ea

3 : 5

._
8115

g r :

..-.
8 E
q c
\o u
p; r
g ml

§  5
3  E2 u

3  Bn HN  h
8  u
8  a

= Ql~ ~.4 '1
:  :

i` l_ 1» 14
¢ =

l

nohas*.nm

5 :¢ »» -:

nomsn m
.

Ell
3 %
4,3

;5
EE



ll W
.Q 8 moZ .J
v ¢ no

UP ea- 2
u  :  an
4 'U W
us as •0 .c  uL)  u m£8 B.

no Lm
N Lu "

A l O s
g o  z D 5 Et

Q 3
4 no

u.: 8
N4Gw>L

. - .Dan i- 22 : 0
u.l

3501-
|-

uDas 3 E 3
.-. 6 FT (9 Z
no z 3 z o

3  9  9  8
* § m 8

|- +-

3
9 8 no 3>- c z

3 z ...a 3 8-; n. l.l.l _D 3 m '534 Ia
|-

5
5

I 8N ¢ 2N u.1 go ,L
0 *T l.u z3 z  ' E J  o. 4 58 o pa -1 I Eno u.lI"

w 8
FG z 3 3

. -  Q 0  4  z
9 z
.... 4 z  _

9° 5 E
l.u

8 8
4 8 8 4

z . = 8 3 8
3 ~ 8 -
<|: 8 ¢'¢.7»

u.l
9-

. v>U0 0 8 8~E-*»
,...d:D(9z
" -s°¢*E¢: \2 '»-

Dn-

o4 40
¢oX ° ° 2

Lu
»- 99 2Q24<0

D ld;I m |-
4 va

4 41
¢ uJ | -

z ors O_ Q 5

3

unr:l.uLL

D

go
D Er:

g 9
a

an -=c
m
q

1-

3

z
Qr-
&z
UIawD

U

l-OU4

I E
=48»4
81838
ii

49

-

as

as

Ia

as

-

in

0

an

in

8

§ ¢o l .
8.88

3

Q BQ u. n 4

§ 3Q oD o* F
ID *D o- p

f D
no u
m  u
l~.h I :

Vu

iv

Ur

in

an

UP

-

- we m
9 9 9

u\

an

-

an

12
~.
§

T l

5

an

n m

8=
I Q

no

iv

G
v~
" 1

db

-

iv

a

an

al

-

an

in

11

l l
s
n•
2
l l

a n

E

4

Lu4o
g
*

.. .

.2
*-
in
_
2

us

0

-

UO

an

01

'8n

8

E

in

a

41
n
v:n
D
Q
an
I n

3

-

I

§ ' E 1
.s I 8 5 s

EE is 9 g 3 8 E
n _ H 5 E °§g.. Ge 0- E, Ea 3

E :if "Jo e.5 g .5 g 8 'i..gs I a : Ag sf;
.*-A. _ : gr _ • _.=_§§§.§ iiiliiggigifsé §4§=8§§_§l3é!s3§§3:§ll 83858§2§.8 '2"'§"'8; 833=8s83448 §§8.8*§-"""'*'g`-§§'§ 3~s~a=~a

'§E"5' - .92 - s§§§§==.'=§ §.-'*_-§s#== salsa

E -4Io. s: _ll
am

as

ca

-

nm

IR

an

no

an

an

4Q

_§
g
3

8
.  3  .

o
D..

E

g
354388 slit

In d Nnm 5 w 9 D

c
E

:. -
; <

an

an

an

an

on

vs

9:

us

8 Ia
so 3  3  m o n

n

E
o
D
|.:
EJ

LIJ

1-
8 •

12 3
b 0.
u  4
2 41
L u  5
u  c a
C  m
cm : s

5 I I s 1 I

al; g 2 8 E
ll§§§fi§§.lil £5885

n.:1.N °1g£l.E._
15-"'-EU'
"'§UIlUJ¢.nE  0 W » * 31  D C 0 8 s

\Dl.I)lDln lnln
Lnunnn

no

UI

in

nm

as

in

no

vo

in

§
(4no
m
u-
bi

§

E

D
Ra
m

-u
-

m
no

an

as

in

an

no

0

no

as

an

an

D
m

U

"E
m
8

»
E
fn

8  W
. n  wfn

-.1

E
41

an

UP

as

-

-

n

in

an

u»

a

an D
|-. v-.

l no
v In m
In on

a,,,_
C a

m
Ni
IDin
.
.  Q P)8 r.  E r.

m In m ID

-o
m
ID
m

n; ~ ii

D

2
E
a
u

II
U
on
IB

11
c
o

3
is-.f
E v
u'~g

£38
EYE
84'

u wo
E Q ff

Lu
.1:
.A

d
2 w N Ip.» w In so r- no m m  D 1 'Ru m ¢> n¢n1mlnr-nsaorrln>vm\ohmms-rvmwr



4

s "p Lo-  3 i s
R . . . ID M ID
Ia v 4

3 W
"5  3 ua

an 3
D  . c m
LJ D In

ID 8 .

1-

8 IJJ 1:

D
"0 E'R  2 3 ,L

.-. o o 4 zm 2 3 an Q
E. - |  (  Q E

n LD z F
4 5  8

5
E.

ID

- o
22888"8§ 3

-an an

(JD
4 3 E 4
d 5 4 §

2 z 5 3 OW O E 5D I W
< 3 8 ws- 1.u

o
§~°='33=»3§u.l

Q24-£g~..._ugou»mF3412884mMm!-

0u 498434u. >-,_oof9zxii-Eo
02(l=4'l1lrnntD"*u.1o.ot-

noD
1099N1|J|.U 1
¢s==§¢- z

88832
904'-9 8

5 +-

2
8 no

up >-fnO *T l.u 23 z  r - .J o. no 4 5"4 D no ._a  r4 an m
|-

3
nu 42.,,f»'>,_

._6>6 Ez:z_31.uD
95 7341-11 8

8

_.Om 2
22388

8s 1-'48
.| 8

uI:1.LIIL

D
18o Ar:L) 3

:a 8no 4
vo
4:

| -

U

8
¥

|-

z
o
E
so
o
88
D

r -
o
U
4 :

g
3

5 i -E 8. . E 's 5 8 is = -
E __§- -5 : u g =_

.E 888838} i El. s IQ
ifs - §%§8§§§§§8§€§4i§53 I i Is  =.2 s _ 5: .g _}g., "'_:. '8 Et..

¥=.g=1=;§4 8538888853 8338382 §f§§8l=§388 ; !=£' *8§s§§38§8§ el§@;§§§§§88§l; §2§§§§§Esa§1

1 a E
8 ,g 88 Eiiléll I
Ii§§¥§§§§i:£§££§£!!§l 1

an

up

no

01

an

in

*

.5
LU

- 98 nQ , . . . . . .
E E

no

an

vs

mn mN caQ o

3!JJ

3

6

28339844

cm
344

n|. no8 m on r-IN in \n 9

3

um

o n

an

an

vs

as

-

no

an

-

8
Q

in

'"3'8"¢

u- 8 2 3 8 so aRa m m N p: N N

m ac
wa

-

an

'§'59.»z.,

an

a sf~
G s

-

an

an

us

in

av-nav:crlnloW N N N N N Nm m cn m m m m

as

N -

8

/~

Q

,J»»
5

. -
r 3 ,

ll 8 Up
cm o

8 an5 U L"
D E 8

v
~8 =.. cLu... :acS U gm

x m

Q- Wm go . . v- InN o D n Ram G 8 3 Uh DI

~ig~tl/<>1

: T
Q
v o
2

8§:usE_§
* Hz:-8

33

§i%8£§e§§;i

EW* i°8§g§§!§*

'i`
. ',;

an

-

Ur

an

8
J.1

g
4
E

§
go
w e

g

an

Ur

0

-

G
nm

8

Sn

vs

an

U:

3v'x<
'8

-

in

an

lb

U)

-

9899944444
33833
99999

E
J!_»0 c

an

-

-

5I*4
3

In

-

-

-

nm

...up_ .8 *
. m g

la:Occ .
= . - . :-» ,to ca 9<D|- g

E

UP

-

an

-

an

an

no

no

n

48588884

i ?wtQS

v Q
in'0

-

\»

as

-

0

in

an

-

41

as

* » al

-  * al

an - an

an us an

n * al

in Ur M

iv -  -

ins.2
g3
E

71-

- 0 M

\» * so

3 u
. =: 4

r- r
3 5an I

» Nup ».  -
Q m1  1_ N

9 2*» I
4 mN N_

u
u. . ¢~
z

Q u
3 3
E 8
g ..

.-.u\I¢

:1r-

§§
5%
go

11
E
a  E
.3 o

m  8.5 _
D

§ z
B .  l =

o 2
5 m

a a

" me
E 8
1' Pll u2 I:

3 s1  1
u .  ¢»1. llw  1
= 1m  .1  . .

mu

m
3

9 "-nlN13
E 3 3D .au*§E
v¢un uD 149Q  9 5

9 ' 9
,,,.up
my%
co*H-;>
u m3 9 0»-D\-

IIJ
E
.-|

6z 1h LDlo r- m m Cl we no r- an on 3
U? U! U! on m '

2 _



4
nr

Tucson Electric Power Compaq
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-9
Pages 1 & 2 of 2

(D) (E)

LINE
no.

ACCT.

NO. DESCRIPTION

OPERATING INCOME ADJUSTMENT no. 2

TEST-YEAR DEPRECIATION EXPENSE ON GROSS PLANT IN SERVICE

(A) (B) (C)
RUCO TEP

TOTAL PLANT PRO'D

AS ADJT'D RATE

RUCO

DEP. EXP.

COMPANY

DEP. EXP, DIFFERENCE

1
2
3

301
302
303

$ 29,362
147,884

68,997,310

0.00%
0.00%
957%

s $
INTANGIBLE PLANT
Organization
Franchises and Consents
Miscellaneous Intangible Plant 6,670,046 6,647,388

4 TOTAL Intangible Plant $ 69,174,556 s 6,670,046 $ 6,647,388 $ 22,65B

310
311
312
313
314
315
316
317
114

$ 5,878,540
121,134,420
707,073,200

2.49%
3.61 %
2.44%

s 146,550
4,378,343

17,231 ,711

$ 79,060
3,5BB,351

16,142,455

5
6
7
8
g
10
11
12
13
14

PRODUCTION PLANT
Steam Production Plant

Land and Land Rights
Structures and Improvements
Boiler Plant Equipment
Engines and Engine~Driven Generators
Turbogenerator Units
Accessory Electric Equipment
Misc. Power Plant Equipment
Asset Retm't Costs for Steam Production
San Juan Acquisition Adjustment

TOTAL Steam Plant

3.29%
2.93%
2.98%
3.15%
3.73%

231,204,768
82,685,481
19,877,558

366,915
3,124,669

$ 1,171,345,551 s

7,605,235
2,426,482

592,807
11,558

116,655
32,510,440 s

7,195,353
2,396,234

567,729
10,B40

115,555
30,096,707 $ 2,413,733

15
16
17
18
19
20
21
22

340
341
342
343
344
345
346

Other Plant
Land and Land Rights
Structures and Improvements
Fuel Holders, Products, and Accessories
Prime Movers
Generators
Accessory Electric Equipment
Misc. Power Plant Equipment

TOTAL Other Plant

s 0.00%
2.40%
2.44%
5.19%
2.88%
2.26%
1.45%

s $

s

1,928,015
14,200,470
12,595,292

354,047
78,477,670
4,475,217
8,385,479

120,416,190 $

340,537
307,285
18,389

2,256,302
101,013
121,246

3,144,775 $

32,516
28,420
18,389

1,807,155
101,013
15.013

2,002,606 s 1,142,159

23 TOTAL Production Plant s 1,291,761,741 $ 35,655,215 $ 32,099,313 s 3,555,902

TRANSMISSION PLANT

24
25
26
27
28
29
30

350
352
353
354
355
356

Land and Land Rights
structures and Improvements
Station Equipment
Towers and Fixtures
Poles and Fixtures
Overhead Conductors and Devices

TOTAL Transmission Non-EHV

s 3.46%
3.46%
3.46%
3.46%
3.46%
3.46%

$ $

s

10,785,048
7,634,167

124,499,472
9,843,590

18,675,438
16,703,460

188,141,175 s

372,681
263,801

4,302,115
340,148
645,335
577.193

6,501 ,274 s

372,281
263,731

4,298,095
340,057
645,163
577,039

6,494,386 s 6.908

31
32
33
34
35
36
37
38

350
352
353
354
355
356
359

Land and Land Rights
Structures and Improvements
Station Equipment
Towers and Fixtures
Poles OnO Fixtures
Overhead Conductors and Devices
Roads 8- Trails

TOTAL Transmission EHV

$ 3.46%
3.46%
3.46%
3.46%
3.46%
346%
2.00%

$ $

$

15,037,219
10,080,213

134,192,652
145,810,705

1,341 ,221
66,469,318
4,658,153

377,589,481 $

519,616
348,325

4,637,067
5,038,532

46,346
2,296,867

93,163
12,979,915 $

519,777
348,232

4,840,702
5,037,187

46,334
2,296,254

93,163
12,981,649 $ (1 ,734)

39 TOTAL Transmission Plant $ 565,730,656 $ 19,481,189 $ 19,476,015 $ 5,174
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Tucson Electric Power Compaq
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-9
Pages 1 & 2 of 2

(D) (E)

LINE

NO.

ACCT.
no. DESCRIPTION

OPERATING INCOME ADJUSTMENT no. 2

TEST-YEAR DEPRECIATION EXPENSE ON GROSS PLANT IN SERVICE

(A) (8) (C)
RUCO TEP

TOTAL PLANT PRO'D

AS ADJT'D RATE

RUCO
DEP. EXP.

COMPANY
DEP. EXP. DIFFERENCE

s 9,858,745
6,282,094

95,451 ,660
112,985,358
108,758,542
49,342,484

213,374,544
203,129,296
92,019,762
32,881 ,789

1 .16%
1 .63%
1 .46%
153%
1 .47%
1 .42%
1 .et%
226%
1 .52%
2.89%

$ 114,276
102,398

1,393,594
1,841,661
1,559,351

700,663
4,032,779
4,593,451
1,394,698

983,165

$ 114,276
102,398

1,393,594
1,841 ,eel
1,569,351

700,663
4,032,779
4,593,451
1,394,698

983,165

40
41
42
43
44
45
46
47
48
49
50
51
52
53

360
361
362
364
365
366
367
368
369
370
371
373
374

DISTRIBUTION PLANT
Land and Land Rights
Structures and Improvements
Station Equipment
Poles, Towers, and Fixtures
Overhead Conductors and Devices
Underground Conduit
Underground Conductors and Devices
Line Transformers
Services
Meters
installations on Customer Premises
Street Lighting and Signal Systems
Asset Retirement Obligation

TOTAL Distribution Plant

1 .74%
2.97%

$

9,334,416
216,459

931,635,149 $

162,419
6,429

16,894,884 $

162,419
6.429

16,894,884 $

54
55
56
57
58
59
60
61
62
GO
64

389
390
391
392
393
394
395
396
397
398

GENERAL PLANT
Land and Land Rights
Structures and Improvements
Office Furniture and Equipment
Transportation Equipment
Stores Equipment
Tools, Shop and Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment

TOTAL General Plant

$ 0.00%
3.54%
10.25%
5.98%
8.67%
5.89%
5.89%
4.19%
3.71%
5.00%

$ $

$

302,740
35,424,469
26,130,664
36,980,856

988,421
6,144,619
4,273,434
9,674,674

29,835,899
4,582, 190

154.317,996 $

1,254,795
2,677,957
2,211 ,9a7

65,927
361 ,919
251 ,706
405,369

1,106,912
229, 1 OF

8,565,680 $

1,251,512
2,568,009
2,211,987

52,513
265,430
213,183
308,740

1,079,515
131,316

8,082,205 $ 4B3,475

65 SUB-TOTALS $ 3,012,620,098 $ 87,267,014 $ 83,199,805 s 4,067,209

GO
67

Reconcile GPIS . Wp"s To B-2
TOTALS

$ 9,400,488
$ 3,022,020,586

68 Net Negative Salvage Distrubution (TEP Response To RUCO DR 2.13)

69 GRAND TOTAL

2,603,350
3

$ 89,870,367

2,603,350
3

$ 85,803,158

70 Company As Filed $ 85,803,158 $ 85,803,158

71 Difference $ 4,067,209

72 RUCO Adjustment (See RLM-8, Pages t & 2, Col. (C)) $ 4,067,209

References:
Column (A): Schedule RLM-5, Column (I)
Column (B): Composite Rates Calculated From Company Response To RUCO DR 2.13
Column (C): Column (A) X Column (B)
Column (D): Company's Response To RUCO DR 2.13
Column (E): Column (C) - Column (D)
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Tucson Electric Power Company
Docket No, E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-10

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 3
RUCO ADJUSTMENT TO REMOVE UNNECESSARY/INAPPROPRIATE EXPENSES

(A)

LINE
no. DESCRIPTION AMOUNT

1 $

2

RUCO Workpapers - Revised Exhibit A 921

RUCO Workpapers - Revised Exhibit A 923

3

(327,746)

(1 ,568)

(16,103)

(168,315)4

Expenses Removed

Account 921 - A & G Expense - Office Supplies:

Account 923 - A & G Expense - Outside Services Employed:

Account 930.1 - A & G Expense - Miscellaneous General Expenses:RUCO Workpapers - Revised Exhibit A 930.1

Account 930.2 - A & G Expense - Miscellaneous General Expenses:RUCO Workpapers - Revised Exhibit A 930.2

5 Sum Of Lines 1 Thru 4 $

6

Total Expenses Remove(

RUCO Adjustment (See RLM-8, Pages 1 & 2, Col. (D) For Distribution Line 7 $

(513,731)

(513,731)
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-11

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 5

INCENTIVE COMPENSATION

(B) (C)
RUCO

DISTRIBUTION OF
INC COMPADJ'MENT

LINE
no.

ACCT
no. DESCRIPTION

(A)
COMPANY

DISTRIBUTION OF
INC COMP ADJ'MENT

ALLOCATION

FACTOR

1
2
3

4
5

6

7

8

9

506
see

588
903

920

514
570

598

935

Miscellaneous Steam Power Expenses
Miscellaneous Transmission Expenses
Miscellaneous Distribution Expenses
Customer Records & Collection Expenses
Administrative & General Salaries
Maintenance Miscellaneous Steam Plant
Maintenance of Station Equipment
Maintenance of Miscellaneous Distribution Plant
Maintenance of General Plant

$ 164,184

48,928
118,422

67,997

470,415

71,657
11,812
18,859

381

16.88%
5.03%

12.18%
6.99%
48.36%
7.37%
1.21%
1 .94%
0.04%

$ (241 ,872)
(72,080)

(174,458)
(1 00,172)
(693,004)
(105,563)
(17,401 )
(27,783)

(561)

10 SUB-TOTALS $ 972,655 100.00% $ (1 ,432,892)

11 408 FICA Taxes $ (92,486)

12 TOTALS $ (1 ,525,378)

NOTE:

RUCO Determination Of The Test~Year lnceniive Compensation Payroll And FICA Taxes Expense Level:
STEP ONE: Restate Expense From 4-Year Average To Test Year Actual Level

13
14
15

Adjusted TY Level Of Payroll And FICA Taxes (4-Yr Average)
Actual Test-Year Level Of Payroll And FICA Taxes
RUCO Adjustment To Adhere To Historical TY Principle

REFERENCE
Company Workpapers
Company Workpapers

Line 14 » Line13

$
$
$

PAYROLL
3,838,440
4,811,096

972,656

$
$
$

FICA TAXES
288,098
391,224
103,126

16
17

STEP TWO: Split Expense On A 50/50Basis
Company Test-Year Level Of Payroll And F\CA Taxes
RUCO Adjustment To Split Expense On A 50/50 Basis

Company Workpapers
50% of Line 16

$
$

4,81 1,096
(2,405v548)

$
$

391 ,224
(195,612)

18 Sum Lines 15&17 (1 ,432,892)

Sum Line 18, Col.'s (B)& (C)

$ $ (92,486)

19

RUCO Adjusted Expense (See COL (C), Lines 10 a. 11

RUCO Adjustment (See RLM-B, Pages 1 & 2, Column (F)j $ (1525.378)

References:
Column (A): Company Workpapers
Column (B): Individual Account Allocation Based On Percentage Of Each FERC Account To Total
Column (C): RUCO Adjustment To Incentive Compensation Allocated By Allocation Factors in Column (B)



1

Tucson Electric Power Company

Docket No. E-01933A-07-0402

Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-12

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 7

PROPERTY TAX COMPUTATION

LINE

no. (A) (B) (C)

$ 1 v334,462,452

$ (143,139,405)
(12,064,536)
(12,077,452)

(182,446,282)
(442,581 ,696)
432,635,872
12,821 ,624
17,323,223

1
2
3
4
5
6
7
8
9
10
11
12
to
14
15
16

DESCRIPTION
Calculation Of The Company's Full Cash Value:

Net Plant In Service (RLM-4, Column (H), Line 3)
Rate Base Reconciliation (Company Response TO RUCO DR 10.1) $ (146,690,957)
RUCO Reversal Of OCRB _ Springerville Unit 1 Land And Land Rights (2,246,355)
RUCO Reversal Of Acc. Dep. - Springerville Unit 1 intangibles 5,258,018
RUCO Reversal Of Acc. Dap. - AZ Gener'n, lntgb's, Ld Rghts 8. Gen Plt -
RUCO Reversal Of OCRB .. 345 KV Line Luna Power Plant To EI Paso 1,345,024
RUCO Reversal Of Acc. Dep, - 345 KV Line Luna Power Plt To EI Paso (805,135)

TOTAL RUCO Adjustment Associated With Rate Base Adjustments (Sum Lns 2 Thru 7)
Licensed Transportation (Company Workpapers)
Land Cost And Rights (Company Workpapers)
Environmental Property (Company Workpapers)
Net Book Value Of Generation
Full Cash Value Of Generation
Land FCV Per ADOR (Company Workpapers)
Material And Supplies (Company Workpapers)

COMPANY'S FULL CASH VALUE (Sum of Lines 1 Thru 15) $ 1,004,933,800

17
18
19

Calculation Of The Company's Tax Liability:
Assessment Ratio (Per House Bill 2779)

Assessed Value (Line 16 X Line 17)
Average Tax Rate (Company Workpapers)

$
23.0%

231,134,774
10.66%

$ 24,630,380
$

$

$

182,446,282
50.0%

91 ,223,141
23.0%

20,981 ,322
10.66%

20
21
22
23
24
25
26
27

PROPERTY TAX Excluding Environmental Property (Line 18 X Line 19)
Environmental Property (Line 11)

Statutory FCV Adjustment (Company Workpapers)
Environmental Properly FVC (Line21 X Line 22)

Asessment Ratio (Line 17)
Taxable Value (Line 2a X Line 24)

Average Tax Rate (Company Workpapers)
PROPERTY TAX On Environmental Property (Line 25 X Line 26) $ 2,235,830

$28
29
30
St

Land Held For Future Use In Rate Base
Asessment Ratio (Company Workpapers)

Taxable Value (Line 28 X Line 29)
Average Tax Rate (Company Workpapers)

$

1,140,033
16.0%

182,405
10.66%

32
33
34
35
36

$
s

PROPERTY TAX On Land Held For Future Use (Line 30 X Line 31)
COMPANY'S ARIZONA PROPERTY TAX LIABILITY (Sum of Lines 20, 27 & 32)
COMPANY'S NEW MEXICO PROPERTY TAX LIABILITY (Company Workpapers)

Rounding
COMPANY PROPERTY TAX LIABILITY (Sum of Lines 33 Thru 35) $

19,438
26,885,647
2,065,536

1
28,951,184

37
38

Total Test Year Adjusted Property Tax Expense Per Company's Filing
Increase In Property Tax Expense (Line 36 - Line 37

$
$

30,751 ,385
(1 ,800,201 )

39
40
41
42
43
44
45

COMPANY ALLOCATION RUCO
Distribution Of Property Tax Adjustment WORKPAPERS FACTOR ALLOCATION

Steam Production $ 11,318,945 36.81% $ (662,616)
Other Production 1,329,464 4.32% (77,827)
Transmission (EHV) 2,224,427 7.23% (130,219)
Transmission ( Non-EHv) 2,895,090 9.41 % (169,480)
Distribution 12,983,459 42.22% (760,058 )

Totals $ 30,751 ,385 100.00% $ (1 ,800,201)
RUCO ADJUSTMENT TO PROPERTY TAX EXPENSE (Line 30) (See RLM-8, Pages 1 & 2, Column (H)) $ (1,800,201)
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-13

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 8
OVERHEAD LINE MAINTENANCE

LINE
no.

ACCT
no. DESCRIPTION

(A)
COMPANY DATA
RUCO DR. 1.21

(B)
ADJUSTED

CPI INFLATION

(C)
RUCO

ADJUSTMENT

1
2
3
4
5

593
593
593
593
593

2002 Year-End Overhead Line Maintenance
2003 Year-End Overhead Line Maintenance
2004 Year-End Overhead Line Maintenance
2005 Year-End Overhead Line Maintenance
2006 Year-End Overhead Line Maintenance

$ 1 ,315,3B2
1 ,286,976
1 ,447,907
1 ,822,616
1 ,809,801

$ 1 ,527/686
1 ,461 ,389
1 ,601 ,482
1 ,949,873
1 ,875,658

B Five Year Total (Sum Of Lines 1 Thru 5] $ 7,682,682 $ 8,416,087

7 1 ,683,217

8 593

$

$ 1 ,B09,801

g $ (126584)

10

Average (Line 6 / Years)

Test-Year Ended Dec. 31, 2006 Overhead Line Maintenance (Per 1.21)

Difference (Line 7 - Line 8

RUCO Adjustment (Line 8) (See RLM-8, Pages 1 & 2, Column (I)j $ (126584)
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Tucson Electric Power Company

Docket No. E-01933A-07-0402

Test Year Ended December 31, 2006

Cost of Service
Schedule RLM~14

Page 1 of 1

OPERATING INCOME ADJUSTMENT NO. 12

PAYROLL EXPENSE

(A)
TEP

AS FILED
LINE

n o .
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
CB
49
50
51
52
53
54

ACCT

n o .
500
501
502
505
506
510
511
512
513
514
546
553
554
556
560
561

561 .2
561 .3
561 .5
561 .7
562
563
565
56B

569.1
569.2
570
571
573
580
581
582
583
584
585
586
587
588
590
592
593
594
595
596
597
598
903
908
909
920
925
926

930.2
935

DESCRIPTION
Steam Prod Oper-Supervision
Fuel - Steam
Steam Expenses
Electric Expenses
Steam Prod-Misc Expense
Maint-Supervision & Engr
Mains of Structures
Mai ft of Boiler Plant
Steam Prod-Mnt Elem Plnt
Steam Prod-Mnt MisC Plnt
Other Prod Over-Supervision
Mai ft Gen & Elec Plant
Mains of Misc Oth Pwr Gen Plan
Sys Control/Load Dispatch
Trans-Oper Supv & Engr
Trans-Load Dispatch
Load Dispatch . Monitor & Over Trans
Load Dispatch - Trans Service 8- Sched
Reliability, Planning gt Standards Dev
Generation Interconnection Studies
Trans-Station Expenses
Trans-Overhead Line Exp
Trans-Misc Over Expense
Trans-Maint Supv & Engr
Mains of Computer HW
Mai ft of Computer SW
Trans-Maint Stn Equip
Trans-Maint of OH Lines
Trans-Maint Misc Trans pint
Dist-Oper Supv & Engr
Dist-Load Dispatching
Dist-Station Expenses
Dist-Overhead Line Exp
Dist-Underground Line Exp
Dist-Light/Signal Exp
Dist-Meter Expenses
Dist-Customer Install Exp
Dist-Misc Expense
Dist-Maint Supv & Engr
Dist-Maint Stn Equip
Dist-Maint of OH Lines
Dist-Maint of UG Lines
Dist-Mnt Line Transformers
Dist-Mnt Light/Signals
Dist-Maint of Meters
Dist-Maint Misc Plant
Cult Rec/Collection Exp
Customer Assistance Exp
Informational/lnstrct Adv Exp
A&G Salaries
Injuries & Damages
Pensions & Benefits
General Advertising Exp
Mai ft General Plant

$ 90,826
9,757

108,250
37,134
28,275
74,954
10,302

113,157
22,539
41,944
5,333
1,510

549
40,705
16,860
6,433

14,200
1,549

5
94
14
13

1,557
5,300
1,331
5,574

35,510
5,005
2,095

42,974
5,351
1,931

13,504
96

3
17,743
4,993

95,092
14,091
1 B,751
21,713

752
11,7B9

17
2.464
3,017

181,637
13,939
1,716

377,238
1B,178
20,234
9,138
2,273

(8)
ALLOCATION

FACTOR
5.82%
0.62%
6.93%
2.38%
1.81 %
4.80%
0.66%
7.25%
1.44%
2.69%
0.41 %
0.10%
0.04%
251 %
1.08%
0.41%
0.91 %
0.12%
0.00%
0.01%
0.00%
0.00%
0.10%
0.34%
0.09%
0.43%
2.27%
0.32%
0.13%
2.75%
0.34%
0.12%
0.B6%
0.01%
0.00%
1,14%
0.31 %
6.09%
0.90%
1.20%
1,39%
0.05%
0.75%
0.00%
0.16%
0.19%
11.63%
0.89%
0.11%
24.16%
1.16%
1.30%
0.59%
0.15%

$

(C)
RUCO

AS ADJUSTED
1,143

123
1,362

467
355
943
130

1,424
284
528
B0
19
7

512
212
81

179
23
0
1
0
o

20
67
17
84

447
63
25

541
SO
24

170
1
0

223
62

1,19s
177
236
273

9
148

0
31
CB

2,285
175
22

4,747
229
255
115
29

55 5 1,561,735 100.00% $ 19,651

56
57
58

CompanyWorkpapers
Company Workpapers
Line 56 x Line 57

s
NOTE: Calculation Of RUCO Test Year Payroll Expense Adjustment
Test Year O & M Payroll Expense
Average Wage Rate Increase As Of January 01, 2007
Adjusted Test Year O & M Payroll Expense $

52,712,850
3.00%

1,581,386

59
G0

Company Adjustment As Filed
Difference (See Column (C) For Account Allocation)

TEP Sch. C-2, Pg 4
Line CB - Line 59

$
s

1,561,735
19,651

61 RUCO Adjustment (See RLM-B, Pages 3 & 4, Column (M)) $ 19,651
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Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-15

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 13

PAYROLL TAX EXPENSE

LINE
no. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1
2
3

RUCO Adjusted Test Year O & M Payroll Expense
Effective FICA Tax Rate For All TEP Wages
Adjusted Test Year O & M Payroll Tax Expense

RLM-14, Col. (B), Line 58
Company Workpapers
Line 1 X Line 2

$

$

1 ,581,386
7.08%

111,962

4 Company Workpapers

Line 3 + Line 45

Adjustment Due To Increase in FICA Wage Base

RUCO Tota\ Adjustment To Test Year Payroll Tax Expend»

$

$

30,415

142,377

6
7

Company Adjustment As Filed
Difference

TEP Sch. c-2, Pg 4
Line 5 - Line 6

$
$

t39,68B
2,689

8 RUCO Adjustment (See RLM-8, Pages 3 & 4, Column (Ny Line 7 $ 2,689



Tucson Electric Power Company
Docket No. E_01933A-07-0-02
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-16

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 17

CUSTOMER CARE AND BILLING NORMALIZATION

LINE
no.

ACCT
no. REFERENCE

(A)
RUCO

AS ADJUSTED

1
2
3

Pre-Implementation Test Year Expenses (Jan., Feb. & Mar.)
Pre-Implementation Monthly Expenses
Pre-Implementation Annualized Expenses

Company Workpapers
Line 1 / 3 Months
Line 2 x 12 Months

$

$

571,882
190,627

2,287,528

4 903

5 903

Company Adjusted Test Year Expenses As Filed

Difference

Company Workpapers

Line 3 - Line 4

$

$

e 903 RUCO Adjustment (See RLM-8, Pages 3 & 4, Column (R): Line 5 $

2,583,758

(296,230)

(296,230)
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Tucson Electric Power Company

Docket No. E-01933A-07-0_02

Test Year Ended December 31, 2006

Cost of Service

Schedule RLM-17

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 28

INCOME TAX EXPENSE

(Thousands of Dollars)

(A) (B)
LINE

no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1 Schedule RLM-7, Column (D), Line 13 + Line 11 $ 82,B87

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 22

Sum Of Lines 1, 2 & 3 $

(3,549)
(32,900)
46,438

5
6

Federal Tax Rate
Federal Income Tax Expense

Schedule RLM-1, Page 2, Column (A), Line 9
Line 4 X line 5 $

35,00%
16,253

STATE INCOME TAXES:

7 Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Line 1 $ 82,887

8
9

Note (A) Line 22
Line 7 + Line 8 $

(32,900)
49,987

10 State Tax Rate Tax Rate 7.10%

11 State Income Tax Expense Line 9 x Line 10 $ 3.549

TOTAL INCOME TAX EXPENSE:

Line 6
Line 11

Sum Of Lines 12 & 13

$12
13
14
15

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO
Total Income Tax Expense Per Company Filing (Schedule C-1 )

$

16,253
3,549

19,802
(12,260)

16 Difference Line 14 - Line 15 $ 32,063

17 RUCO ADJUSTMENT TO INCOME TAX EXPENSE (See RLM 7, Column (D). Line 11) Line LB $ 32,063

1 1

l a
19
20

NOTE (A):
Interest Synchronization:
Adjusted ACC Jurisdiction Rate Base (Schedule RLM-3, Column (D), Line 14)
Weighted Cost Of Debt (Schedule RLM-1 B, Column (F), Line 1 + Line 2)
Interest Expense (Line 18 X Line 19)

$

$

936,123
3.51%

32,900



Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Cost of Service
Schedule RLM-18

Page 1 of 1

COST OFCAPITAL

(A)
COMPANY

AS

FILED

(B) (D) (E)

LINE

no. DESCRIPTION

RUCO

ADJUSTMENTS

(C)
RUCO

AS

ADJUSTED PERCENT

COST

RATE

(F)

WEIGHTED

COST

RATE

1 Short-term Debt $ $ $ 0.00% 0.00 % 0.00%

2 $ 805,636 805,636 55.00% 6.39% 3.51 %

3

Long-ierm Debt

Preferred Stock N/A

$

$

$

$ 0.00% 0.00% 0.00%

4 9.44% 4.25%

5

Common Equity

TOTAL CAPITAL

$

$

659,157

1 ,464,793

$

$

$

$

659,157

1 ,464,793

45.00%

100.00%

6 WEIGHTED COST OF CAPITAL (Sum Lines 1 Thru 5) 775%

References:
Co\umn (A):

Column (B):

Column (C):
Column (D):

Column (E):
Column (F):

Company Schedule D-1
Testimony, WAR
Column (A) + Column (B)
Column (C), Line Item / Total Capital (Line 5)
Testimony, WAR
Column (D) X Column (E)
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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My name is Marylee Diaz Cortez. I am a Certified Public Accountant. I

am the Chief of Accounting and Rates for the Residential Utility Consumer

Office (RUCO) located at 1110 W. Washington, Phoenix, Arizona 85007.

6

7

8

9

10

11

Please state your educational background and qualifications in the utility

regulation field.

Appendix I, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which I have participated.

12

13

14

15

Please state the purpose of your testimony.

The purpose of my testimony is to present the recommendations that

result from my audit and review of Tucson Electric Power Company's

16 ("TEP" or "Company") requested rate increase. TEP filed its rate

17

18

19

application with the Arizona Corporation Commission ("ACC" or

"Commission") on July 2, 2007. RUCO is recommending that rates in this

docket be set based on the cost-of-service model, as set forth by the

20 Company and as adjusted by RUCO. My testimony, as well as Rodney L.

21

22

Moore's testimony, addresses the various adjustments RUCO

recommends to the cost-of-sewice model. RUCO witness William A.

23 Rigsby will address the cost of capital issues associated with the case.

A.

Q.

A.

Q.

A.

Q.

1
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1 The testimony of RUCO witness Ben Johnson addresses the two other

2

3

4

models proposed by the Company and explains why they should be

rejected. The testimony of Glen Gregory addresses RUCO's proposed

rate design and cost of service analysis.

5

6

7

Please describe your work effort on this project?

I obtained and reviewed data and performed analytical procedures

8

9

necessary to understand the Company's application as it relates to

operating income, rate base, and the Company's overall revenue

10 requirements. This included the issuance of data requests, review of prior

11 commission decisions, and discussions with Company personnel.

12

13

14

Please identify the Exhibits you are sponsoring.

I am sponsoring Schedules MDC-1 through MDC-2.

15

16 Please provide a summary of the issues you address in your direct

17 testimony.

18 I address the following issues in my direct testimony:

19 RATE BASE

20

21

22

Accumulated Depreciation This adjustment restates the Company's

recorded accumulated depreciation balance from 2004 through the end of

the test year. The adjustment is necessary because during this time

A.

Q.

A.

Q.

A.

Q.

2
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1

2

3

4

5

period the Company failed to use the Commission-authorized depreciation

rates for accruing depreciation on its generation assets.

Springerville Unit I This adjustment restates the cost of the Springerviile

Unit I generating station from market to book.

Luna Plant This adj-stment restates the cost of the Luna generating plant

from market to book.6

7

8

9

Implementation Reguiatory Asset This adjustment decreases rate base to

remove certain prior period expenses, which the Company has written off

and for which the Commission never granted regulatory asset accounting

10 authority.

OPERATING INCOME11

12

13

Springerville Unit I Expenses This adjustment restates the cost of

operating the Springerville Unit I plant from market cost to test year actual

14 cost.

15

16

17

18

19

Luna Plant This adjustment restates the cost of operating the Luna plant

from market cost to test year actual cost.

Implementation Regulatory Asset This adjustment removes the proposed

amortization of financing costs that TEP has already written off and for

which it does not have a deferral accounting order authorizing future

20

21

recovery.

Bad Debt Expense This adjustment corrects an error the Company made

in its calculation of the bad debt ratio.22

3
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1

2

Navajo Coal Prices This adjustment corrects an error the Company made

in its calculation of the incremental cost increase per ton of Navajo coal.

3

4

5

6

7

8

Gain on Sale of son Allowances This adjustment credits the ratepayers

with the revenue realized during the test-year from the sale of excess SON

credits from Springewille Unit 1 and 2.

Lime Usage Costs This adjustment removes the cost of extra lime usage

during the test year at Springerville Unit I, as it is non-recurring.

Short-term Sales This adjustment credits ratepayers with 100% of the
I

9 margins realized from short-term power sales.

10 Generating Facilities

11

12

Operating Lease This adjustment removes the

capital lease cost associated with the Springerville Unit l Coal Handling

capital lease and replaces it with a levelized lease cost in accordance with

13 Decision No. 58497.

14 Miscellaneous Service Revenues This adjustment corrects an error the

15

16

17

18

19

20

21

22

Company made in its calculation of the additional revenue that it will

derive from the proposed increase in its Miscellaneous Service fees.

Specifically, the error had the effect of understating the revenue related to

late fee charges.

Wholesale Trading This adjustment includes the revenue and expenses

associated with wholesale trading activities in test year operating income.

RUCO recommends recovery of these wholesale margins through base

rates as opposed to a PPFAC, as was recommended by the Company.

4
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1 Rate Case Expense Docket No. E-01933A-05-0650 This adjustment

2 amortizes the test year cost of Docket No. E-01933A-05-0650 over four

3

4

5

years.

Gain on Land Sales This adjustment reflects a 50/50 sharing of gains

realized on the sales of land between ratepayers and shareholders.

6 OTHER ISSUES

7 RUCO recommends

8

9

10

Purchased Power and Fuel Adjustor Clause

rejection of the Company proposed Purchased Power and Fuel Adjustor

Clause ("PPFAC"), and instead recommends a power supply adjustor that

would be applicable solely to load that is incremental to that incurred in the

11

12

13

14

test year.

Termination Cost Regulatorv Asset .-- RUCO recommends rejection of the

Company's proposed Termination Cost Regulatory Asset. No such asset

exists and the notion of such an asset is illusory.

to

16 RATE BASE

17 Rate Based Adjustment #1 - Accumulated Depreciation

18

19

20

Did RUCO perform a reconciliation of TEP's plant balances from the 2003

test year utilized in the 2004 Rate Check to the year end balances

included in the test year ended December 31, 2006?

21 Yes. RUCO witness Rodney L. Moore performed this analysis and

22 reconciliation.

23

Q.

A.

5
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1 Were there any differences between the balances claimed by the

2 Company in its application and RUCO's analysis?

3 Yes. As discussed in Mr. Moore's testimony, while RUCO was able to

4

5

6

reconcile with the Company's plant-in-service balances, there was a large

discrepancy between the accumulated depreciation balances computed

by RUCO and the amounts recorded on the Company's books.

7

8

9

Was RUCO able to ascertain the source of these large discrepancies?

Yes. While there were some differences in the Company's calculation

10 methodology and RUCO's these accounted for a minor amount of the total

11 discrepancy of $68 million. The majority of the discrepancy was

12

13

14

attributable to the fact that in 2004 the Company began accruing

depreciation on its generation assets at rates that were significantly lower

than those that had been authorized by the Commission .

15

16 Is the Company allowed to change its depreciation rates at its own

17 discretion?

18 No.

19

20

Under Arizona Administrative Code section R14-2-102(C)4, a

Company cannot put new depreciation rates into effect until the

Commission authorizes the changes.

21

1

A.

A.

Q.

Q.

A.

Q.

6
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1

2

Did the Company offer any explanation for changing the depreciation rates

on its generation assets without proper authorization from the

Commission?3

4 Yes. As was discussed at length in Docket No. E-01933A-05-0650, the

5

6

7

Company continues to operate under the misconception that the ACC no

longer has jurisdiction over its generation assets. While this may have

become the case had the Commission not halted divestiture by its Track A

8 Decision', the fact is divestiture was halted and the ACC continues to

9

10

regulate and have jurisdiction of all of TEP's assets and operations.

Accordingly, TEP must continue to adhere to the Commission rules and

11 regulations, which includes the requirement for Commission authorization

12 in order for TEP to change its depreciation rates.

13

14

15

Besides failing to obtain Commission authorization to change its

depreciation rates, are there any other reasons why such changes were

16

17

18

19

20

21

22

inappropriate?

Yes. The depreciation rates on which TEP's current rates are based were

significantly higher than those that TEP has been using to accrue

depreciation expense since 2004. Thus, while ratepayers are paying the

higher authorized depreciation expense through their current rates, the

rate base is not being reduced by these payments because TEP is

accruing accumulated depreciation at the lower, unauthorized, rates. This

1 Decision No. 65154

A.

Q.

A.

Q.

7
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1

2

3

4

5

is unfair because it results in ratepayers having to pay a return on plant

that they have already paid for. Thus, it is necessary to increase the

accumulated depreciation account by$49.504 million to ameliorate this

inequity. This adjustment also has an impact of decreasing the

Accumulated Deferred Income Tax balance by $19554 million, for a net

6 adjustment of 8629.949 million.

7

8 Rate Base Adjustment #2 - Springerville Unit I

9

10

11

12

13

14

15

Have you reviewed the Company's proposed ratemaking treatment for its

Springewille Unit I generating plant?

Yes. The Company has made a proforma adjustment to remove the

actual test year cost of Springerville Unit I, both capital and operating, and

replace these actual costs with market price estimates. The overall affect

of the adjustment is to increase the revenue requirement for the

Springerville Unit I generating station.

16

17

18

How does the Company justify using estimated market costs for rate

setting purposes when the actual costs are not only lower, but are also

known and measurable?19

20

21

The Company relies on similar ratemaking treatment that was authorized

in Decision No. 56659, dated October 1989 and again in Decision No.

22 57586 in 1991.

23

A.

Q.

Q.

A.

8
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1 Are the circumstances in the instant case the same as they were in 1989

2

3 No.

4

5

6

and 1991 in regards to Springerville Unit I?

In those cases, the plant was owned by a third party which had

recently purchased the plant from Alamito Company.2 At that time TEP

had a contract that required it to lease back the Springerville plant at $220

million in excess of its book value. When Decision No. 56659 was issued,

7

8

9

10

11

TEP did not own the Springerville plant and was paying lease payments

that incorporated the inflated cost of plant. The Commission's use of

market based rates in that case had the effect of lowering the then-inflated

lease payments to a price that was in line with similar arm's length

transactions. In contrast, in the instant case TEP now owns a portion of

12

13

14

the Springerville Unit 1 plant and the embedded cost of that plant is less

than the market price estimations the Company has utilized in its currently

proposed adjustment.

15

16 Given the current circumstances of the Springerville plant, is a market

17

18

19

20

2t

price estimation adjustment appropriate?

No. It's clear that the Commission authorized the market price adjustment

in Decision No. 56659 to recognize that the lease cost of the Unit 1 plant

was not negotiated at arms-length and was significantly inflated. This is

no longer the case and the plant's embedded costs are known and

2 Pursuant to Decision No. 53815, TEP transferred its Springerville Unit No. 1 and San Juan Unit
No. 3 to a newly formed subsidiary called Alamito Company, In 1984 the then-officers of TEP
spun-off Alamito as an independent wholesale power company. Alamito was sold to a third party
in 1986 at price that was $232 million in excess of the spin-off price.

A.

Q.

A.

Q.

9
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1

2

3

4

5

6

measurable. The embedded costs do not appear to be inflated since they

are lower than TEP's estimates of the prevailing market price. Thus, an

adjustment from the embedded costs is neither appropriate nor warranted.

Further, the notion that actual costs could be replaced with higher market

estimated costs is contrary to even the most basic ratemaking principles.

In this instance the Company continues to blindly adhere to a decades-old

Commission decision that makes no sense under the current7

8 circumstances.

9

10

11

What adjustment have you made?

As shown on Schedule RLM-4, Adjustment #2, I have reinstated the actual

12 embedded cost of the Springewille Unit 1 plant in rate base. This

13

14

adjustment also has impacts on TEP's test year operating income, which

will be discussed later in that section of my testimony.

15

16 Rate Base Adjustment #3 - Luna Plant

17

18

19

20

21

22

What rate raking treatment is the Company requesting for its recently

purchased Luna Plant?

TEP is requesting that this plant be excluded from rate base and that

instead a market-based price for the output of this plant be included in

operating expenses. The requested ratemaking treatment for the Luna

Plant mirrors the ratemaking treatment requested for the Springerville Unit

23

I

A.

Q.

A.

Q.

1 plant, as just discussed.
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1 Does TEP own the Luna Plant?

2

3

Yes. TEP purchased this plant on November 12, 2004 and the plant

entered service on April 4, 2006.

4

5

6

7

8

g

10

Given that TEP owns this plant, why is the Company requesting that for

ratemaking purposes it be treated as power purchased in the market?

According to a response to a RUCO data request, TEP believes that since

it purchased this plant after its stranded cost settlement in Decision No.

62103 the plant is "deregulated" and the stockholders should be allowed

to realize market-based profits from power sales from this plant to TEP's

11 customers.

12

13

14

15

Do you agree?

No. This flawed logic appears to have its roots in TEP's theory that

Decision No. 62103 granted the Company market-indexed rates after

16 2008, which was the subject of Docket No. 01933A-05-0650. In that

17

18

19

20

21

22

docket RUCO strongly disagreed with that position and provided

substantial evidence and legal argument that TEP's market-indexed

theory was incorrect. The Commission continues to have jurisdiction over

TEP's operations, including generation. Accordingly market-indexed rates

are inappropriate for a plant which the Company owns and uses to provide

service to its captive customers. Instead, the Luna Plant should be priced

23

A.

A.

Q.

A.

Q.

Q.

at cost-of-sewice, as are all of TEP's other assets.



l

Direct Testimony of Marylee Diaz Cortez
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

3

4

5

What adjustment have you made?

As shown on Schedule RLM-, Adjustment #3, l have reinstated the actual

embedded cost of the Luna plant in rate base. This adjustment also has

impacts on TEP's test year operating income, which will be discussed later

in that section of my testimony.

6

7 Rate Base Adjustment #4 - Implementation Cost Regulatory Asset

8 Please discuss the Implementation Cost Regulatory Asset that TEP is

9

10

11

proposing in rate base.

The Company is requesting a $47.5 million regulatory asset, referred to as

the implementation Cost Regulatory Asset ("liRA"), to be included in rate

12 base. Of this amount $14.2 million is related to certain expenses the

13

14

15

Company incurred related to its efforts toward restructuring to retail

access. Regulatory asset accounting was authorized for these costs

pursuant to Decision No. 62103 ("the 1999 Settlement Agreement").

16

17

18

19

20

21

22 TEP did not seek,

23

Has TEP included any costs in its proposed regulatory asset for which

Decision No. 62103 did not authorize regulatory asset accounting?

Yes. Under Generally Accepted Accounting Principles ("GAAP"), when

TEP incurred certain debt financing costs and expenses related to

amending and terminating certain coal contracts, the Company was

required to write them off as expenses. nor was it

granted, a deferral accounting order from the Commission that would

A.

A.

Q.

Q.

A.

Q.

12
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1

2

3

4

5

allow the Company to capitalize these expenses as regulatory assets.

Thus, these costs were expensed when incurred, in periods prior to the

test year. Therefore, the Company has no asset related to these costs for

which rate base recovery is warranted. Accordingly, my adjustment

decreases rate base by $33242 million to remove these prior-period

6 expenses. There is also a companion adjustment discussed in the

7

8

Operating Income section of my testimony related to amortization of these

prior-period expenses.

9

10

11

12

13

Has the Commission previously denied recovery of prior-period expenses

for which a utility failed to obtain an accounting order?

Yes. In a recent UNS Gas rate case the Commission agreed with Staff

and RUCO regarding the u recoverability of prior-period expenses for

14

15

which the utility never obtained regulatory asset accounting authority. In

Decision No. 70011, dated November 27, 2007, the Commission stated:

16
17
18
19

[T]he Company's failure to seek an accounting order from
the Commission when the costs were incurred renders them
unrecoverable as a regulatory asset.

20 Rate Base Adjustment #5 - FAS 143 Accumulated Depreciation Write-off

21 Did TEP recently write-off a significant portion of its Accumulated

22 Depreciation reserve?

23

24

Yes. The Financial Accounting Standards Board ("FASB") issued

Statement No. 143, which modified the manner in which asset retirement

25 obligations are to be accounted for under GAAP. The Statement requires

A.

Q.

A.

Q.

13
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1

2

3

companies to recognize the fair value of future retirement obligations (i.e.

costs) at the point in time they are incurred as a liability. Prior to issuance

of Statement No. 143, utilities accounted for retirement costs on a pro-rata

4

5

6

basis over the life of the asset through their depreciation accruals.

Accordingly, TEP's existing Accumulated Depreciation balance contained

accruals for the retirement of assets. in order to comply with Statement

7 No. 143, TEP, on January 1,  2003, wrote-off  that port ion of i ts

8

9

Accumulated Depreciation balance that was related to retirement costs

and transferred them to a liability account.

10

11 Do you agree with TEP's method of accounting for Statement No. 143?

12 Yes. However, I do not agree the accounting required under Statement

13 No. 143 for GAAP purposes is also appropriate for ratemaking purposes.

14

15

16

17

18

19

20

21

Please explain.

While a change in accounting practice may be desirable from an

accounting perspective, it may impact rates in a biased or unfair manner.

Because the starting point from which the regulatory body determines a

utility's rates is its GAAP-compliant financial statements, any change in

GAAP accounting practice must be carefully analyzed and its impact on

the resultant rates fully understood before a determination can be made if

22 such accounting change is appropriate for ratemaking treatment.

23

A.

A.

Q.

Q.

14
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1

2

3

4

5

6

Have you done such an analysis?

Yes. As just discussed, utilities have historically recognized the cost of

asset retirement through annual depreciation accruals. These retirement

costs, prior to Statement No. 143, resided in TEP's Accumulated

Depreciation account, which under the ratemaking formula serves to

reduce rate base. The account serves as a rate base reduction because it

7

8

9

10

11

12

13

14

15

16

17

18

represents the portion of TEP's plant investment that it has already

recovered through its depreciation accruals. Depreciation accruals

(expenses) are included in the ratemaking formula, thus, by definition the

Accumulated Depreciation account is comprised of amounts paid for by

ratepayers. As just mentioned this account reduces rate base, thereby

ensuring that ratepayers do not continue to pay a return on that portion of

TEP's rate base investment for which ratepayers have already provided

reimbursement. Statement No. 143, however, has upset the equity of

depreciation accounting because it requires TEP to write-off a portion of

the accumulated depreciation balance that ratepayers have already paid

for. This write-off decreases the Accumulated Depreciation balance,

which in turn increases rate base. The overall result of this accounting is

19

20

that ratepayers will have to pay a return on portions of the Company's

plant investment that ratepayers have already paid for through their utility

21 rates. Thus, while Statement No. 143 may be appropriate from a financial

22

Q.

A.

accounting standpoint it has unintended consequences on regulated



1

Direct Testimony of Marylee Diaz Cortez
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

companies, and if recognized for rate raking purposes will result in double

recovery of the previously accrued asset retirement costs.

3

4

5

What adjustment have you made?

I have reversed TEP's $112.8 mil l ion write-off of i ts Accumulated

6

7

Depreciation balance. My adjustment is necessary to prevent ratepayers

from having to pay again for assets that they have already paid for.

8

9 OPERATING INCOME

10 Operating Adjustment #1 - Springerville Unit 1 Operating Expenses

11

12

13

14

15

16

17

18

19

20

21

Q. What adjustment are you recommending for the Springerville Unit 1

expenses?

As previously discussed in the Rate Base section of my testimony, the

Company has proposed an adjustment that would replace the actual test

year embedded costs of the Springerville Unit 1 plant with market-indexed

estimated costs. I have recommended that the Company's adjustment be

rejected and instead the actual test year embedded costs be reflected for

rate raking purposes. Operating Adjustment #1 simply reflects the

operating income impacts of recognizing the actual test year expenses

associated with Unit 1 as opposed to the Company's proposed market

estimated costs. As shown on Schedule RLM-8, Operating Adjustment

22 #1, this decreases operating expenses by $32.7 million.

23

A.

A.

Q.

16
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1 Operating Adjustment #10 - Luna Plant Expenses

2

3

4

5

Q. What adjustment are you recommending for the Luna plant expenses?

As previously discussed in the Rate Base section of my testimony, the

Company has proposed an adjustment that would replace the actual test

year embedded costs of the Luna plant with market-indexed estimated

6 costs .

7 and

I have recommended that the Company's adjustment be rejected

instead the actual test year embedded costs be reflected for

8 ratemaking purposes. Operating Adjustment #10 simply reflects the

9

10

11

12

operating income impacts of recognizing the actual test year expenses

associated with the Luna plant as opposed to the Company's proposed

market-index estimated costs. As shown on Schedule RLM-8, Operating

Adjustment #10, this decreases operating expenses by $15.96 million.

13

14 Operating Adjustment #11 - Implementation Cost Regulatory Asset

15

16

17

18

19

20

21

22

A.

A.

Q. Please discuss your adjustment to remove the amortization expense

associated with prior-period expenses.

As was discussed previously in the rate base section of my testimony, the

Company is proposing regulatory asset accounting for certain expenses it

incurred in prior periods for which it never obtained authorization from the

Commission. I have removed these prior-period expenses from rate base

and likewise have decreased operating expenses by $8.311 million to

remove the proposed amortization of these prior-period expenses.
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1 Operating Adjustment #15 - Bad Debt Expense

2 Q. Are you making an adjustment to the Company's proposed bad debt

3

4

5

6

7

expense?

Yes. Pursuant to a data request, the Company acknowledged that it had

incorrectly computed the bad debt ratio and provided a revised ratio. My

adjustment restates bad debt expense based on the Company's correction

to its bad debt ratio. As shown on Schedule MDC-1, this adjustment

8 reduces bad debt expense by $520,078.

9

10 Operating Adjustment #16 - Navajo Coal Prices

11 Q. Has the Company proposed an adjustment for an increased cost of

12

13

14

15

16

17

Navajo coal?

Yes. The Company made a calculation where it compared its test year

Navajo coal costs per ton with a forecasted 2007 cost of coal per ton and

determined a $4.85 cost increase per ton. TEP then multiplied the cost

increase by the number of tons used in the test year to derive a total cost

increase of $2.780 million.

18

19

20

21

Do you agree with this calculation?

No. The Company's calculation understates the actual test year cost of

coal per ton and overstates the 2007 forecast. As  a result, the

22

23

incremental cost of $4.85 per ton is erroneous. Using the actual cost per

ton in the test year of $30.23 and the actual 2007 cost per ton of $31.28

A.

A.

A.

Q.

18



l n

Direct Testimony of Marylee Diaz Cortez
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

3

the incremental increase is only $1.05 not $4.85 as calculated by the

Company. When multiplied by the number of tons burned in the test year

the corrected calculation indicates a $585,765 increase in Navajo coal

4 costs as opposed to the $2.780 million calculated by the Company, My

5 corrected calculations are shown on Schedule MDC-2 and result in a

6 $2.194 million decrease in operating expenses.

7

8 Operating Adjustment #18 - Gain on Sale of SON Allowances

9

10

Q. During the test year did the Company generate any revenue pursuant to

sales of its SGT allowances?

i t Yes. During the test year TEP realized $6.716 million in revenues from

12 the sale of SON allowances. The Company has made a proforma

13 adjustment in this case to remove this test year revenue from its operating

14 income.

15

16

17

18

Do you agree with this treatment?

No. As was explained in the response to RUCO data request 5.10, the

revenue that was realized from the sale of excess SGT credits was

19

20

generated as a result of improved equipment and operation at

Springerville Units 1 and 2. Since ratepayers bear the cost of these plants

they should also realize any benefits received from these plants. As

shown on Schedule RLM-8, l have increased revenues by $6.716 million

A.

A.

Q.

19
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1 to credit ratepayers with the test year revenues realized from the sales of

2 SON allowances.

3

4 Operating Adjustment #21 - Lime Usage Costs

5 Q. Please discuss the Company's proposed adjustment for extra lime usage

6 costs .

7

8

9

During the test year TEP performed additional scrubbing of Springerville

Units 1 and 2 by using more lime than normal to reduce emissions so that

Unit Ill could operate. Since these costs are abnormal and non-recurring

10 the Company removed these costs for Springerville Unit II.

11

12 Why didn't TEP also remove the extra lime usage costs for Unit I?

13

14

15

16

Since the Company removed all of the Unit I operating costs from the test

year and replaced those actual costs with market costs, the extra lime

usage was also removed as part of that adjustment. As discussed earlier

in my testimony, l have reversed that adjustment to include the actual test

17 year cost of operating Springewille Unit I. As result of this earlier

18

19

20

adjustment it is now necessary to remove the non-recurring lime costs

from the test year Springerville Unit I expenses. This adjustment reduces

test year Springerville Unit I expenses by a net amount of $295,482.

21

A.

A.

Q.

20
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1 Operating Adjustment #22 - Short-term Sales

2

3

Q. What ratemaking treatment is the Company proposing for its short-term

sales revenues and expenses?

4

5

6

7

The Company has removed the test year revenues and expenses

generated through short-term sales. TEP proposes that 90% of the net

margin associated with short-term power sales be credited to ratepayers

via the proposed PPFAC.

8

9

10

Do you agree with the Company's proposed treatment of the revenues

and expenses associated with short-term sales?

As11 No.

12 Thus, the

13

14

was discussed previously in my testimony, RUCO is

recommending that TEP's proposed PPFAC be rejected.

margins realized from these sales need to be credited to ratepayers

Further, RUCO does not agree that TEP

15

through base rates.

shareholders should be allowed to retain 10% of these margins.

16

17

18

Ratepayers pay all the costs associated with generation of the power that

is sold through short-term sales and should, therefore, should be credited

with 100% of the margins realized from those sales.

19

20

21

A.

A.

Q.
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1 Operating Adjustment #23 - Generating Facilities - Operating Lease

2

3

Q. Please explain the Company's proposed adjustment related to the Sundt

and Springewille Common Facilities and the Springerville Coal Handling

Facilities.4

5

6

For ratemaking purposes, pursuant to Decision No. 58497, the Company

accounts for these facilities as Ievelized lease payments, whereas for

7 book purposes these facilities are accounted for as capital leases. The

8

9

10

Company adjustment converts the recorded capital lease accounting to

the rate raking Ievelized lease expense accounting. The net result is a

decrease in operating expenses of approximately $21 million.

11

12

13

Do agree with this adjustment?

Yes. Decision No. 58497 does require this adjustment. However, I do not

14

15

agree with the portion of the adjustment that pertains to the Springerville

Coal Handling facilities.

16

17 Please explain.

18 As discussed earlier the Company has treated the Springewiile Unit I on a

19

20

21

22

market-based rate, therefore removing the test year actual expenses

associated with that plant. Because the Company has already removed

the expenses associated with 50% of the Springewille Coal Handling

facility as part of that adjustment, TEP argues that it is unnecessary in this

23 adjustment.

A.

A.

Q.

A.

Q.

22
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1

2

Do you agree?

Yes, that would the case if one where to accept the Company's

3

4

5

6

7

8

9

10

adjustment to treat Springerville Unit I at market rates. RUCO, however,

has rejected this treatment and reinstated the actual test year Springerville

Unit I expense. Thus, it is necessary to now remove 100% of the Unit I

and II Coal Handling expense as part of the leased facilities adjustment

required by Decision No. 58497. This adjustment decreases operating

expenses by $9.407 million to restate the capital lease expense of 100%

of the Springewille Coal Handling facilities to the required levelized lease

expense for these facilities.

11

12 Operating Adjustment #24 - Miscellaneous Service Revenue

13 Q. Has the Company proposed any changes in its Miscellaneous Service

14 Fees?

15 Yes. The Company is proposing to increase the tariffs for some of its

Miscellaneous Service Fees316

17

18

to more closelymatoh.the current cost of

providing these services. The Company then calculated a pro forma

adjustment to reflect the additional revenues that will be generated by

these increased service fees.19

20

21

22

3 Service Connect and Reconnect Fees, Meter Reread, Meter Testing, and Late Fees.

A.

Q.

A.

23
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t

2

Do you agree with the Company's quantification of the additional revenue

that will be generated as a result of these increased fees?

3

4

5

6

7

The Company in its supplemental response to data request RUCO 3.14

acknowledged that it made an error in its calculation of the additional

revenue that will be generated by its proposed late fee tariff (see

Attachment MDC-A). An adjustment to increase proforma Miscellaneous

Service Fee by $1 .161 million is necessary to correct this error.

8

9 Operating Adjustment #25 - Wholesale Trading

10

11

Q. Has the Company proposed an adjustment to its wholesale trading

revenues and expenses?

12

13

Yes. The Company is proposing to remove the revenues and expenses

associated with TEP's wholesale trading activity from test year operating

14 income.

15

16

17

18

What is TEP's rationale for this adjustment? .

TEP claims that the margins that are realized through the Company's

wholesale trading activities should be credited to TEP's proposed PPFAC.

19

20 Does the Company therefore recognize that these margins should be

21

22 Yes.

23

credited to ratepayers?

The administrative costs of these activities (i.e. payroll, office

expenses, etc.) remain embedded in test year expenses. Thus, since

A.

Q.

A.

A.

Q.

A.

Q.

24
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1

2

3

4

ratepayers are bearing the cost of these activities they should be credited

with the margins realized from wholesale trading. The Company is not

arguing this point, but rather agues that these credits should flow back to

the ratepayer through the PPFAC.

5

6 Do you agree?

7 Yes, I agree that these margins should be credited to ratepayers.

8

9

However, since RUCO is not recommending approval of the company-

proposed PPFAC I have made an adjustment to include these wholesale

10

11

12

revenues and expenses on the test year income statement, for recovery

through base rates. This adjustment increases test year operating income

by $1 .7 million.

13

14

15

Operating Adjustment #26 - Rate Case Expense - Docket No. E-01933A-05-

0650

16 Does TEP's test year expenses include any costs related to its Motion to

Amend Decision No. 62103?17

18 Yes.

19

TEP's test year operating expenses include $481,447 in

expenditures related to its Motion to Amend.

20

21

22

23

A.

Q.

A.

Q.

A.

Q. For ratemaking purposes is this a recurring cost?

No. The expenditures in Docket No. E_01933A_05_0650 relate to a unique

rate litigation, and accordingly should be amortized. I am recommending

a four year amortization, which reduces test year expenses by $361 ,085.
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1 Operating Adjustment #27 - Gain on Land Sales

2 Q. Has TEP realized gains on sales of its land holdings over past several

3

4

years?

Yes. TEP has realized over $2 million in gains on the sale of land over the

5 past several years.

6

7 Should ratepayers be credited with a portion of these gains?

8 Yes. The Commission has typically supported the 50/50 sharing of gains

g on sales of utility property between ratepayers and shareholders. My

10

11

12

adjustment therefore credits ratepayers with approximately $1 million in

gains, and amortizes this amount over four years, for an expense

reduction of approximately $250,000 per year.

13

14 OTHER ISSUES

15 Purchased Power and Fuel Adjustment Clause

16 Is TEP proposing a Purchased Power and Fuel Adjustment Clause in this

17 case?

18 Yes. Currently the Company does not have a Purchased Power and Fuel

19

20

21

Adjustment Clause ("PPFAC") and claims that such an adjustor is

warranted because TEP "relies on natural gas and purchased power to

meet a growing percentage of its customer demand"4. TEP's proposed

4 Direct Testimony of David G. Hutchins at page 30, lines 20-21 _

A.

Q.

A.

Q.

A.

26
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1 adjustor is patterned after the power supply adjustor authorized for APS in

Decision No. 69663.2

3

4

5

6

7

What criteria must a uti l i ty meet to warrant the authorization of an

automatic adjustor mechanism?

The Arizona Court of Appeals addressed the eligibility requirements of

automatic adjustment mechanisms in Scates v. Arizona Corporation

Commission. The court indicated that such mechanisms are restricted to8

9

10

11

certain narrowly defined operating expenses that are characterized by

fluctuations. The Arizona Corporation Commission also defined automatic

adjustor mechanisms as applying to expenses that routinely, or widely,

12 fluctuate. The ACC stated the following regarding automatic adjustor

13 mechanisms:

14
15
16
17
18
19
20

The principal justification for a fuel adjustor is volatility in fuel
prices. A fuel adjustor allows the Commission to approve
changes in rates for a utility in response to volatile changes
in fuel or purchased power prices without having to conduct
a rate case. (Arizona Public Service Company, Decision No.
56450, at page 6, dated April 13, 1989)

21 Q. Do you believe that the characteristics of TEP's fuel and purchased power

22 mix meet this criteria?

23

24

25

No. The primary source of TEP's power sales is from its coal fired plants.

Historically, prices of delivered coal have not been volatile or widely

fluctuating, as would be required by Scates for automatic adjustment. As

5 During the test year TEP generated 81 % of its sales from its coal fired plants.

A.

Q.

A.

27
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1

2

3

4

5

6

7

8

9

shown in the response to data request RUCO 8.5 (see Attachment MDC-

B), the delivered price of coal has increased by approximately 8% over the

past three years. This is less than inflation for the same period, and thus,

hardly qual i f ies as a volati le expense that justi f ies extraordinary

ratemaking treatment. Further, TEP has made proforma adjustments to

its test year delivered coal prices to reflect the increases it anticipates

post-test year. Given these adjustments,  and the lack of  any

demonstrated volati l i ty in coal prices, a mechanism for automatic

adjustment simply isn't warranted.

10

11 What are the characteristics of TEP's other sources of power?

12

13

14

15

During the test year, TEP supplied 6.3% of its power sales via gas

generation and 12.6% with market purchases. Both of these sources

have historically been somewhat less stable than coal prices, however,

again, these sources are relied on for less than 20% of TEP's power

sales.16

17

18 Given the overall characteristics of TEP's power sources does RUCO

19

20

21

22

23

recommend approval of the Company's proposed PPFAC?

No. The proposed PPFAC would allow TEP to automatically flow through

the cost of its power to ratepayers outside of a traditional rate case where

otherwise all ratemaking elements would be analyzed and rates set on a

comprehensive examination of the Company's financial status. Instead

A.

Q.

A.

Q.

28
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1

2

3

4

5

fuel and purchased power would be afforded single ratemaking issue

status under TEP's proposed PPFAC. In effect, under this proposal TEP

would be held harmless not only from cost increases in fuel and

purchased power, but also be held harmless from management and

operation of its own generation resources, which comprise over 80% of its

6 power sales.

7

8

9

Without the proposed PPFAC will TEP be required to bear an

unacceptable level of risk?

10 No. Based on the Company's test year sources of power, I do not believe

11

12

13

14

15

16

17 of

t8

19

20

TEP is subject to an unacceptable level of risk that would not be

adequately compensated through its return on equity. However, RUCO is

aware that the percentage of power that TEP supplies through market

purchases has continued to grow each year (see Attachment MDC-B).

While coal continues to generate approximately the same number of MWh

sales each year, purchases continue to increase, thus annually becoming

a greater percentage sales. This trend indicates that TEP is relying

primarily on purchases to serve any load growth. Since TEP has not

indicated any plans for the purchase of new plants, it appears that

purchases will continue to supply TEP's growth into the near term future.

21

22

23

Q.

A.

29
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1 Could this pose potential higher levels of risk in the future for TEP?

2 Yes. Potentially the risk of volatility in the market will rise, as long as TEP

3 has annual load growth and continues to rely on the market to serve this

4 growth .

5

6

7

8

9

10

11

12

13

14

15

16

How does RUCO propose to protect TEP from its growing reliance on

sources of power that have less price stability than its coal resources?

Again, because of the relative price stability of the majority of TEP's

power, and the proforma adjustments the Company has made to increase

the test year prices of delivered coal to projected 2009 price levels, TEP's

current risk exposure is limited to future load growth that will be subject to

market purchases. Thus, RUCO is proposing a power supply adjustor that

would be applicable only to incremental load above the test year level.

RUCO's proposed power supply adjustor would protect TEP from market

price volatility related to load growth, while at the same time will not shift

the operational risk of TEP's own generating facilities to ratepayers.

17

18

19

20

21

22

23

How would RUCO's proposed power supply adjustor work?

The power supply adjustor would be initially set at zero, and would not be

eligible for resetting until December 2010. in December 2010 TEP would

compare its actual purchased power expenses with the amount embedded

in base rates in this case and multiply the incremental difference (whether

negative or positive) by the increase in retail MWh sales from the 2006

A.

Q.

Q.

A.

A.

Q.
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1

2

3

test year until the 2009 calendar year. The product of this calculation

would be divided by the total 2009 retail MWh sales to yield the annual

amount of the power supply adjustor per kph for the ensuing year.

4

5

6

Does RUCO's proposal include a forward looking component to the power

supply adjustor?

RUCO does not believe the characteristics of TEP's fuel and7 No.

8 purchased power supplies warrant the use of estimations or projections of

9 purchased power costs. Such a methodology would only serve to

10

11

complicate TEP's rate structure and require further adjustment when

actual prices became known.

12

13 Didn't the Company itself propose a similar adjustor mechanism in Docket

E-01933A-05-0650?14

15 Yes.

16

17

18

19

20

Witness James Pignatelli proposed an Energy Cost Adjustment

Clause ("ECAC") mechanism in the testimony he filed in Docket No. E-

1933A-05-0650. The proposed ECAC was very similar to the mechanism

that RUCO is recommending in this docket. The Company proposed

ECAC also would have been applicable only to that portion of TEP's load

that was incremental to the test year level. In support of the ECAC Mr.

21 Pignatelli observed the following:

2 2
2 3
2 4
2 5

The proposed ECAC is an adjustment clause that allows the portion
of retail load above the cost-of-service test year sales to be
recovered at market-based prices. it differs from some other
purchase power and fuel clauses in that it does not shift any

Q.

A.

Q.

A.
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operational risk of TEP's generating facilities to the Company's
customers and does not include and fuel cost risks associated with
the Test Year Retail Sales portion of the load.

and

1
2
3
4
5
6
7
8
9

10
11
12

Although TEP serves the majority of its load with company-owned
generating resources, it relies on purchased power to meet a
growing percentage of its customer demand. Because this power
is purchased at market prices, TEP should be allowed to recover
market prices for a portion of its load.6

13

14

Thus, the Company also recognized the merits of the type of power

adjustor that RUCO is now also recommending.

15

16 Termination Cost Recovery Asset

17

18

19

20

21

22

What is the Termination Cost Recovery Asset?

The Company claims that the Termination Cost Recovery Asset ("TCRA")

is a regulatory asset "that represents the economic harm that will have

been suffered by TEP if the 1999 Settlement Agreement is not honored

and generation service rates are based solely on cost-of-service

principles.117

23

24

25

26

6 Direct testimony of James Pignatelli, Docket No. E-0133A-05-0650, pages 20, 21

7 Testimony of James Pignatelli, Docket No. E-01933A-07-0402, page 20, lines 3-5.

A.

Q.
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1 Has the Commission issued an accounting order or a prior decision

2 establishing this "regulatory asset"?

3 No. This "regulatory asset" is merely something that the Company has

4 invented in this docket and has not in any way previously been afforded

5 regulatory asset status by this Commission.

6

7

8

9

10

11

12

13

14

15

What is your understanding of TEP's logic in inventing the TCRA?

TEP appears to believe that the Company was somehow guaranteed

market generation rates in 2009 pursuant to the 1999 Settlement

Agreement, and that if, as a result of this docket TEP is permitted to

charge those market rates, the Company should be compensated for the

rate decreases and rate freeze that were part of that Settlement

Agreement. This issue was thoroughly vetted in the hearing in Docket No.

E-01933A-05-0650, and none of the parties to that docket, other than

TEP, agreed with this interpretation of the 1999 Settlement Agreement.

16 No Commission decision was rendered on this issue in Docket No. E-

17 01933A-05-0650, but the matter was consolidated with the instant docket.

18 RUCO's position on this issue has not changed since that hearing, and

RUCO refers the reader to the testimonies filed in that docket for a full19

20 record of the parties' positions. Further, the rate decreases that TEP

21 implemented in 1999 and 2000 were merely reaffirmed in the 1999

Vi

Q.

A.

A.

Q.
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1

2

Settlement Agreement and had actually been previously authorized by the

Commission in Decision No. 61104, dated August 28, 19988.

3

4

5

6

7

8

9

Setting aside the disagreement on whether the 1999 Settlement

Agreement granted TEP market rates in 2009, do you agree with the

Company's quantification of this so called "regulatory asset"?

No. The Company claims that this so called "regulatory asset" has a value

of $788 million as of May 2008 which will increase to $921 million by

December 2006? This amount is based on the $111 million annual

10

11

revenue deficiency that the Company claimed in its 2004 Rate Check,

accumulated through 2008, plus interest and return.

12

13 Did the Commission issue a decision on the 2004 Rate Check and make a

14

15

16

17

18

19

20

finding of fair value and a revenue deficiency amount?

No. The terms of the Settlement Agreement provided that the Rate Check

was to be filed in June 2004 to ensure that TEP was not overearning as a

result of the stranded cost recovery estimates in the Settlement

Agreement. According to Decision No. 62103 the 2004 Rate Check could

only result in a rate decrease, not a rate increase. None of the parties to

the 2004 Rate Check found that TEP was overearning, thus the question

21

22

of a rate decrease was moot. Because any rate increase was precluded

under the 1999 Settlement Agreement, no hearings were held and there

8 Decision No. 61104 authorized a settlement agreement between TEP, Staff, RUCO, and other
interveners in TEP's Application for implementation of a Shared-Savings Proposal.

A.

A.

Q.

Q.
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1 was no Commission finding of fair value or any specific revenue

2 deficiency.

3

4

5

6

So the $111 million revenue deficiency that forms the basis of TEP's

proposed TCRA is not a finding of the Commission?

No. The $111 million is merely the amount of deficiency that TEP

7

8

9

10 The

11

12

represented in its filing, which was comprised of a large number of

proforma adjustments, with which the parties in large part disagreed.

RUCO represented the deficiency was approximately $30 million, Staff

calculated a revenue deficiency of approximately $66 million.

Commission never established a revenue deficiency in any amount since

it issued no decision in the 2004 Rate Check, thus, there is no basis of

13 TEP's claim of an annual $111 million "harm" it has born since the Rate

14 Check.

15

16

17

So RUCO disagrees with TEP regarding the existence and justification of

a "regulatory asset" as well as to the amount of the so-called "regulatory

asset"'?18

19 Yes. RUCO recommends the Company proposed TCRA be rejected for

20 the above discussed reasons as well as those set forth in RUCO's

21 testimony and briefs filed in Docket No. E-01933A-05-0650.

22

A.

Q.

A.

Q.
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1 True-up Revenues

2

3

4

5

6

7

8

9

10

11

12

13

14

What does TEP mean by the term "true-up revenues"?

In the 1999 Settlement Agreement, TEP was permitted to collect a portion

of its stranded costs through a fixed Competitive Transition Charge

("CTC"). The Settlement Agreement provided that TEP would collect the

fixed CTC of 0.93 cents/kWh (average), until it had collected $450 million,

or through the end of 2008, which ever occurred first. At that time, the

fixed CTC would terminate. In 2007, TEP projected that it would meet the

$450 million target in early 2008. However, in Decision No. 69568, the

Commission permitted TEP to continue collecting the fixed CTC until

further order of the Commission, and instructed that the amount of fixed

CTC that TEP collects above the $450 million target would be considered

"True Up Revenue" and would be subject to refund, credit or another

mechanism to protect customers.

15

16 Has TEP proposed a method of refunding or crediting customers

17 with the true-up revenue?

18 Yes.

19

TEP proposes a slightly lower TCRA than it otherwise

believes it is entitled to in recognition of the true-up revenue.

20

21

22

23

A.

A.

Q.

Q.
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1

2

Does RUCO believe that is an appropriate method to compensate

customers for their overpayment of the Fixed CTC?

3 No. As discussed above, RUCO does not believe TEP is entitled to

4

5

a TCRA in any amount. Therefore, Russo proposes that the true-

up revenue be credited back to customers through a different

6 mechanism.

7

8 What is RUCO's recommended mechanism to refund the over

9 collection?

10 RUCO recommends that customers receive bill credits, based on

11

12

13

their individual usage during the over collection period. Until the

magnitude of the over collections is actually known, an appropriate

refunding period cannot be determined.

14

15 Does this conclude your direct testimony?

16 Yes.

I

A.

Q.

A.

A.

Q.

Q.
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APPENDIX I

Qualifications of Marylee Diaz Cortez

EDUCATION: University of Michigan, Dearborn
B.S.A., Accounting 1989

CERTIFICATION: Certified Public Accountant - Michigan
Certified Public Accountant - Arizona

EXPERIENCE: Audit Manager
Residential Utility Consumer Office
Phoenix, Arizona 85007
July 1994 - Present

Responsibilities include the audit, review and analysis of
public utility companies. Prepare written testimony,
schedules, financial statements and spreadsheet models
and analyses. Testify and stand cross-examination before
Arizona Corporation Commission. Advise and work with
outside consultants. Work with attorneys to achieve a
coordination between technical issues and policy and legal
concerns. Supervise, teach, provide guidance and review
the work of subordinate accounting staff.

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona 85004
October 1992 - June 1994

Responsibilities included the audit, review and analysis of
public utility companies. Prepare written testimony and
exhibits. Testify and stand cross-examination before Arizona
Corporation Commission. Extensive use of Lotus 123,
spreadsheet modeling and financial statement analysis.

Auditor/Regulatory Analyst
Larkin & Associates - Certified Public Accountants
Livonia, Michigan
August 1989 - October 1992

Performed on-site audits and regulatory reviews of public
utility companies including gas, electric, telephone, water
and sewer throughout the continental United States.
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Prepared integrated proforma financial statements and rate
models for some of the largest public utilities in the United
States. Rate models consisted of anywhere from twenty to
one hundred fully integrated schedules. Analyzed financial
statements, accounting detail, and identified and developed
rate case issues based on this analysis. Prepared written
testimony, reports, and briefs. Worked closely with outside
legal counsel to achieve coordination of technical accounting
issues with policy, procedural and legal concerns. Provided
technical assistance to legal counsel at hearings and
depositions. Served in a teaching and supervisory capacity
to junior members of the firm.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Client

Potomac Electric Power Co. Formal Case No. 889 Peoples Counsel
of District of
Columbia

Puget Sound Power 8< Light Co. Cause No. U-89-2688-T U.S. Department
of Defense - Navy

Northwestern Bell-Minnesota P-421/EI-89-860 Minnesota
Depaiiment
of Public Service

Florida Power 8< Light Co. 890319-EI Florida Office of
Public Counsel

Gulf Power Company 890324-EI Florida Office of
Public Counsel

Consumers Power Company Case No. U-9372 Michigan Coalition
Against Unfair
Utility Practices

Equitable Gas Company R-911966 Pennsylvania
Public Utilities
Commission

Gulf Power Company 891345-EI Florida Office of
Public Counsel

2
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utility Company Docket No. Client

Jersey Central Power 81 Light ER881109RJ New Jersey
Department of
Public Advocate
Division of Rate
Counsel

Green Mountain Power Corp. 5428 Vermont
Department
of Public Service

Systems Energy Resources ER89-678-000 &
EL90-16-000

Mississippi Public
Service
Commission

9165 City of EI PasoEl Paso Electric Company

Long Island Lighting Co. 90-E-1185 New York
Consumer
Protection Board

Pennsylvania Gas & Water Co. R-911966 Pennsylvania
Office of
Consumer
Advocate

Southern States Utilities 900329-WS Florida Office of
Public Counsel

Central Vermont Public Service Co. 5491 Vermont
Department
of Public Service

Detroit Edison Company Case No. U-9499 City of Novi

Systems Energy Resources FA-89-28-000 Mississippi Public
Service
Commission

Green Mountain Power Corp. 5532 Vermont
Department
of Public Service

3
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Utility Company Docket No. Client

United Cities Gas Company 176-717-U Kansas
Corporation
Commission

General Development Utilities 911030-WS &
911067-WS

Florida Office of
Public Counsel

Hawaiian Electric Company 6998 U.S. Department
of Defense - Navy

Indiana Gas Company Cause No. 39353 Indiana Office of
Consumer
Counselor

Pennsylvania American Water Co. R-00922428 Pennsylvania
Office of
Consumer
Advocate

Wheeling Power Co. Case No. 90-243-E-42T West Virginia
Public Service
Commission
Consumer
Advocate
Division

Jersey Central Power & Light Co. EM89110888 New Jersey
Department
of Public Advocate
Division of Rate
Counsel

Golden Shores Water Co. U-1815-92-200 Residential Utility
Consumer Office

Consolidated Water Utilities E-1009-92-135 Residential Utility
Consumer Office

Sulfur Springs Valley
Electric Cooperative

U-1575-92-220 Residential utnriy
Consumer Office

North Mohave Valley
Corporation

U-2259-92-318 Residential Utility
Consumer Office

4
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Utility Company Docket No. Client

Graham County Electric
Cooperative

U-1749-92-298 Residential Utility
Consumer Office

Graham County Utilities U-2527-92-303 Residential utility
Consumer Office

Consolidated Water Utilities E-1009-93-110 Residential Utility
Consumer Office

Litchfield Park Service Co. U-1427-93-156 &
U-1428-93-156

Residential Utility
Consumer Office

Pima Utility Company U-2199-93-221 &
U-2199-93-222

Residential Utility
Consumer Office

Arizona Public Service Co. U-1345-94-306 Residential Utility
Consumer Office

Paradise Valley Water U-1303-94-182 Residential Utility
Consumer Office

Paradise Valley Water U-1303-94-310 &
U-1303-94-401

Residential Utility
Consumer Office

Pima Utility Company U-2199-94-439 Residential Utility
Consumer Office

SaddleBrooke Development Co. U-2492-94-448 Residential Utility
Consumer Office

Boulders Carefree Sewer Corp. U-2361 -95-007 Residential Utility
Consumer Office

Rio Rico Utilities U-2676-95-262 Residential utility
Consumer Office

Rancho Vistoso Water U-2342-95-334 Residential Utility
Consumer Office

Arizona Public Service Co. U-1345-95-491 Residential Utility
Consumer Office

Citizens Utilities Co. E-1032-95-473 Residential Utility
Consumer Office

5
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Utility Company Docket No. Client

Citizens Utilities Co. E-1032-95-417 et al. Residential Utility
Consumer Office

Paradise Valley Water U-1303-96-283 &
U-1303-95-493

Residential Utility
Consumer Office

Far West Water U-2073-96-531 Residential Utility
Consumer Office

Southwest Gas Corporation U-1551-96-596 Residential Utility
Consumer Office

Arizona Telephone Company T-2063A-97-329 Residential Utility
Consumer Office

Far West Water Rehearing W~0273A-96-0531 Residential Utility
Consumer Office

SaddleBrooke Utility Company W-02849A-97-0383 Residential Utility
Consumer Office

Vail Water Company W-01651A-97-0539 &
W-01651B-97-0676

Residential Utility
Consumer Office

Black Mountain Gas Company &
Northern States Power Company

G-01970A-98-0017 &
G-03493A-98-0017

Residential Utility
Consumer Office

Paradise Valley Water Company 8=
Mummy Mountain Water Company

W-01303A-98-0678 &
W-01342A-98-0678

Residential utility
Consumer Office

Bermuda Water Company W-01812A-98-0390 Residential Utility
Consumer Office

Bella Vista Water Company 8.
Nicksville Water Company

W-02465A-98-0458 a.
W-01602A-98-0458

Residential Utility
Consumer Office

Paradise Valley Water Company W-01303A-98-0507 Residential Utility
Consumer Office

Pima Utility Company SW-02199A-98-0578 Residential Utility
Consumer Office

Far West Water 8¢ Sewer Company WS-03478A-99-0144
Interim Rates

Residential Utility
Consumer Office

6



Utility Company Docket No. Client

Vail Water Company w-01651 B-99-0355
Interim Rates

Residential Utility
Consumer Office

Far West Water & Sewer Company WS-03478A-99-0144 Residential utility
Consumer Office

Sun City Water and Sun City West W-01656A-98-0_77 &
SW-02334A-98-0577

Residential Utility
Consumer Office

Southwest Gas Corporation &
ONE OK, Inc.

G-01551A-99-0112 &
G-03713A-99-0112

Residential Utility
Consumer Office

Table Top Telephone T-02724A-99-0595 Residential Utility
Consumer Office

U S West Communications 84
Citizens Utilities Company

T-01051B-99-0737 &
T-01954B-99-0737

Residential Utility
Consumer Office

Citizens Utilities Company E-01032C_98_0474 Residential Utility
Consumer Office

Southwest Gas Corporation G-01551A-00-0309 &
G-01551A-00-0127

Residential Utility
Consumer Office

Southwestern Telephone Company T-01072B-00-0379 Residential Utility
Consumer Office

Arizona Water Company W-01445A-00-0_62 Residential utility
Consumer Office

Litchfield Park Service Company W-01427A-01-0487 &
SW-01428A-01-0487

Residential Utility
Consumer Office

Bella Vista Water Co., Inc. W-02465A-01-0776 Residential Utility
Consumer Office

Generic Proceedings Concerning
Electric Restructuring Issues

E-00000A-02-0051 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-02-0707 Residential Utility
Consumer Office

Qwest Corporation RT-00000F-02-0271 Residential Utility
Consumer Office

7
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Utility Company Docket No. Client

Arizona Public Service Company E-01345A-02-0403 Residential Utility
Consumer Office

Citizens/UniSource G-01032A-02-0598
E-01032C-00-0751
E-01933A-02-0914
E-01302C-02-0914
G-01302C-02-0914

Residential Utility
Consumer Office

Arizona-American Water Company WS-01303A-02-0867 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-03-0437 Residential Utility
Consumer Office

UniSource E-04230A-03-0933 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A_04_0407 Residential Utility
Consumer Office

Qwest Corporation T-01051 B-03-0454 &
T-00000D-00-0672

Residential Utility
Consumer Office

Tucson Electric Power Company E-01933A-04-0408 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-05-0280 Residential Utility
Consumer Office

Southwest Gas Corporation G-01551A-04-0876 Residential Utility
Consumer Dffice

Arizona-American Water Company W-1303A-05-0405 Residential utility
Consumer Office

Arizona-American Water Company W-1303A-05-0718 Residential Utility
Consumer Office

Arizona Public Service Company E-01345A-06-0009 Residential Utility
Consumer Office

Black Mountain Sewer Corporation SW-02361A-05-0657 Residential Utility
Consumer Office

8
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Utility Company Docket No. Client

Arizona Public Service Company E-01345A-05-0816 Residential Utility
Consumer Office

Arizona-American Water Company WS-1303A-06-0014 Residential Utility
Consumer Office

Tucson Electric Power Company E-01933A-05-0650 Residential Utility
Consumer Office

UNS Gas, Inc. G-04204A-06-0463 et al. Residential Utility
Consumer Office

UNS Electric, Inc. E-04204A-06-0783 Residential Utility
Consumer Office

Arizona-American Water Company WS-1303A-06-0491 Residential Utility
Consumer Office

Arizona-American Water Company W-1303A-07-0209 Residential Utility
Consumer Office

9
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TUCSON ELECTRIC POWER COMPANY'S
SUPPLEMENTAL RESPONSES TO

RUCO'S TH1RD» SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

January 4,2008

3.14 Please provide an estimate of the revenue to be obtained by the new late
payment fees by each customer class of service.

RESPONSE: In the process of compiling this response it was discovered that the late
payment fees adjustment proposed by the Company contains errors. The
Company is attempting to compile the revised adjustment, which will
impact the response to this question. The Company will.. provide the
revised adjustment and the response to this question subsequently.

RESPONDENT: Dallas Dukes

WITNESS : D. Bentley Erdwurm

SUPPLEMENTAL
RESPONSE : The pro forma adjustment "Mise Service Revenues - Service & Late Fees"

contained an error and has been revised. The original adjustment was an
increase to test year revenues of $l,308,077. That amount should be
revised to $2,469,342 Please see RUCO 3.14 on the enclosed CD for the
workpaper for' the revised adjustment.. The original "estimate" of new late
fee revenue has increased from $363,721 to $l,524,986.. TEP estimates
that the new late fee revenue will be obtained by each customer class of
service as such:

Residential -

Commercial -

Industrial -

Other/ Public Authority

36%

13%

22%

29%

The Excel file on the enclosed CD isnot identified by Bates numbers.

RESPONDENT : Dallas Dukes

w1TnEss- D. Bentley Erdvvunn
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO

RUCO'S EIGHTH SET OF DATA REQUESTS
DOCKET no. E-01933A-07-0402 et al.

December 17, 2007

Generation"
infbxmationf

For each year 2004 - 2007 please provide the following

H) The percentage of the total annual electricity generated that was
generated by each fuel source (Le. coal, gas, nuclear, etc.)=

b) The total annual r11wh produced by each fuel source, and

c The 3.Vt8'II&gC asexual price per mph produced fczr each fuel source.

3) Please see the percentage of the total annual electricity generated
by each libel source (i.e., coal, gas, nuclear, etc.) for the years 2004
- 2007 below:

2004 "005 2906- ')

Coal

Gas

Solar

Purchases

Total

86. 1%

3.4"/0

o 1%

I U,4"'¢»
100%

84.3%

2.9%

0. 101

187%

l'00"8

81 ,094

6.3%

0, 1 '8/£1

18.68 'é

100%

7570/0

7. 894,

0. ] `°'o

16,4%

100%

b)
Please see the total amlual MWh produced by each fuel source for
the years 2004 - 2007 below:

ZQQ3.. ZQQS.. zaaa. ZQQL
Coal

Gas

SCI Ar

Purchases

Total

10.8940000

432,000

8,000

L3221000

12,656.000

10,847.000

368,000

9,000

1,639.0(90

12,863,900

10,962,000

8$0_000

9_000 .

1.707.009

13,528.000

8.163.000

841,009

6,000

1 .772 Ann

l0_782.@00

RESPO NSE:

8.5
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TUCSON ELECTRIC POWER COMPANY'S
RESPONSES TO

RUCO'S EIGHTH SET OF DATA REQUESTS
DOCKET NO. E-01933A-07-0402 et al.

December 17,2007

c) Please see the average annual price per MWh produced for each
fuel source for the years 2004 - 2007 below:

2004

$ 16,43

7870

55.22

;Qs25.

s 17.52

97.83

79.93

2999- 2007

s 19.36

73,72

64.90

Coal

Gas

Purchases

Average

Total

S 1779

64.71

60.34

$ 22.61 s 27.77 $26.11 $ 3109

RESPONDENT: Kevin Battaglia

WITNESS: David Hutchins





TUCSON ELECTRIC POWER COMPANY

DOCKET no. 01933A-07-0402

TABLE oF CQNTENTS TO SCHEDULES MDC

SCHEDULE #

MDC- 1 OPERATING ADJ#15 - BAD DEBT EXPENSE

MDC -2 OPERATING ADJ #16 .. NAVAJO COAL



520,078

TUCSON ELECTRIC POWER COMPANY
TEST YEAR ENDED DECEMBER 31 x 2005
OPERATING ADJ#15 - BAD DEBT EXPENSE

DOCKET no. 01933A_07-0402
SCHEDULE MDC-1

LINE
no .

1

2

3

4

5

6

7

8

g

10

DESCRIPTION

NET SALES

MISCELLANEOUS REVENUES

SUBTOTAL

REVENUE ANNUALIZATION

WEATHER NORMALIZATION

SERVICE & LATE FEES

TOTAL REVENUES

BAD DEBT % WRTITE-OFF

BAD DEBT EXPENSE

BAD DEBT EXPENSE PER TEP

AMOUNT

$774,470,361

2,780,909

777,251,270

5,044,631

4,572,055

1,308,077

788,176,033

0.25005%

1,970,913

2,490,991

REFERENCE

STF 1.85

STF 1.85

LINE 1 + LINE 2

STF 1.85

STF 1.85

STF 1.85

STF 1.85

STF 1.85

LINE 7 X LINE 8

COMPANY W/P

11 ADJUSTMENT LINE g _ LINE 10

Ill\



$2,194,235
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TUCSON ELECTRIC POWER COMPANY
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJ #16 - NAVAJO COAL

DOCKET no. 01933A-07-0402
SCHEDULE MDC-2

LINE
no.

1

2

3

4

5

6

AMOUNT

$30.23

31 .28

1.05

557,871

585,765

2,780,000

r

7

DESCRIPTION

TN COST PER TON OF NAVAJO COAL

ACTUAL 2007 COST PER TON

INCREASE IN COAL COST

T/Y TONS

PROFORMA COST INCREASE

PROFORMA COST INCREASE PER COMPANY

ADJUSTMENT

REFERENCE

RUCO DR# 2.9

RUCO DR# 2.10

LINE 2 - LINE 1

RUCO DR# 2.9

LINE 3 X LINE 4

COMPANY SCHEDULE C-2

LINE 5 - LINE 6



TUCSON ELECTRIC POWER COMPANY

DOCKET no. E-01933A-07-0402
DOCKET no. E-01933A-05-0650

DIRECT TESTIMONY

OF

WILLIAM A. RIGSBY, CRRA

ON BEHALF OF

THE

RESIDENTIAL UTILITY CONSUMER OFFICE

FEBRUARY 29, 2008



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

TABLE OF CONTENTS

INTRODUCTION.. 1

SUMMARY OF TESTIMONY AND RECOMMENDATIONS.. 5

COST OF EQUITY CAPITAL
Discounted Cash Flow (DCF) Method..
Capital Asset Pricing Model (CAPM) Method..
Current Economic Environment. . . . . .

1111111111111111111

111111111

I

1111111111111

COSTOF DEBT. 45

CAPITAL STRUCTURE.. I l l l l I I I I I I I I I I I I I I I I I I I I I I I I I I I I I

WEIGHTED COST OFCAPITAL 1111111111111

COMMENTS ON TEP'S COST OF EQUITY CAPITAL TESTIMONY ll
DCF Comparison
CAPM Comparison
Final Cost of Equity Estimate

49
51

l I l l . l l I l l l l l l l l l l l l l l l l l i l l l l l l l

Il1l11an1111n1

APPENDIX 1 - Qualifications of William A. Rigs by, CRRA

ATTACHMENT A - Value Line Electric Utility Industry Updates

ATTACHMENT B - Zacks Investment Research Earnings Projections

ATTACHMENT C - Value Line Selected Yields - Jan. 2 thru Feb. 6, 2008

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

ATTACHMENT D - Value Line Update on UniSource Energy Corporation

SCHEDULES WAR-1 Through WAR-9

l l



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1 INTRODUCTION

2

3 A

Please state your name, occupation, and business address

My Name is William A. Rigsby. am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W

Washington, Suite 220, Phoenix, Arizona 85007

I

7

8

9

10

11

12

13

Please describe your qualifications in the field of utility regulation and your

educational background.

l have been involved with utility regulation in Arizona since 1994. During

that period of time l have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

I hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

14

15

16

17

18

emphasis in accounting, from the University of Phoenix. I have also been

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

A.

Q.

Q.

been involved with
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1

2

3

4

5

6

7

What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are

based on my analysis of Tucson Electric Power Company's ("TEP" or "the

Company") application for a permanent rate increase ("Application") for

the Company's electric service operations in Southern Arizona. TEP filed

the Application with the ACC on July 2, 2007. The Company has chosen

the calendar year ended December 31, 2006 for the test year in this

8 proceeding.

9

10

11

Briefly describe TEP.

TEP is based in Tucson, Arizona and is the second largest investor-owned

12

13

electric utility in the state of Arizona. The Company provides electric

generation, transmission and distribution services to customers in and

14

15

16

around the Tucson metropolitan area in Pima County. TEP is a wholly

owned subsidiary of UniSource Energy Corporation ("UniSource" or

"Parent"), an Arizona corporation, also based in Tucson, that is publicly

17 traded an the New York Stock Exchange ("NYSE")1 UniSource also

18

19

20

21

provides natural gas and electric distribution services through two other

Arizona subsidiaries: UNS Gas, Inc. ("UNS Gas"), which serves customers

in Northern Arizona and Santa Cruz County, and UNS Electric, Inc. ("UNS

Electric"), which serves customers in Mohave and Santa Cruz Counties.

22

1 NYSE ticker symbol UNS.

2

A.

Q.

A.

Q.

I n l l
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1 Please explain your role in RUCO's analysis of TEP's Application.

2 I reviewed TEP's Application and performed a cost of capital analysis to

3 determine a fair rate of return on the Company's invested capital. In

4 addition to my recommended capital structure, my direct testimony will

5 present my recommended costs of common equity and my recommended

6 cost of debt (the Company has no preferred stock). The

7 recommendations contained in this testimony are based on information

8 obtained from Company responses to data requests, the Company's

9 Application and from market-based research that I conducted during my

10 analysis.

11

12 Is this your first case involving UniSource or TEP?

13 No. In 2003 I was involved with UniSource's acquisition of the gas and

14 electric assets of Citizens' Utilities Company. The aforementioned UNS

15 Gas and UNS Electric subsidiaries of UniSource were the result of that

16 acquisition. During 2005 I provided cost of capital recommendations on

17 TEP's general rate case information filing.2 The filing was required under

18 the 1999 TEP settlement agreement, approved in Decision No. 62103,

19 and sewed as a rate check on the Company More recently I testified on

2 E-01933A-04-0408

Decision No. 62103 resolved pending litigation on the Commission's Retail Electric Competition
Rules and provided TEP with the opportunity to recover stranded costs associated with electric
restructuring, The decision also implemented two rate reductions and froze the Company's rates
through 2008. TEP entered into the settlement agreement on June 9, 1999 with RUCO,
members of Arizonans for Electric Choice and Competition, and the Arizona Community Action
Association.

3

3

A.

Q.

A.

Q.

III
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1 cost of capital issues in rate case proceedings that involved both UNS

Gasp and UNS Electrics.2

3

4

5

6

7

Were you also responsible for conducting an analysis on the Company

proposed revenue level, rate base and rate design?

No. RUCO Chief of Accounting and Rates Marylee Diaz Cortez, CPA and

RUCO analyst Rodney L. Moore will provide testimony on the revenue

8 and rate base aspects of the Company's Application. In addition to

9 RUCO's in-house staff, RUCO has also retained the services of two

10

11

12

outside consultants. Glen Gregory, of Garrett Group, LLC, will testify on

RUCO's rate design and cost of service recommendations and Ben

Johnson, Ph.D. of Ben Johnson Associates, will present RUCO's positions

13 on the various competitive scenarios that TEP is proposing in this case.

14

15

16

What areas will you address in your testimony?

I will address the cost of capital issues associated with the case.

17

18

19

Please identify the exhibits that you are sponsoring.

I am sponsoring Schedules WAR-1 through WAR-9.

20

21

4 Docket No. G-04204A-06-0463

5 Docket No. E-04204A-06-0783

A.

Q.

A.

Q.

A.

Q.

4
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1 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

Briefly summarize how your cost of capital testimony is organized .

My cost of capital testimony is organized into seven sections. First, the

introduction I have just presented and second, the summary of my

testimony that I am about to give. Third, I will present the findings of my

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this second section I will also provide a brief overview of

the current economic climate that TEP is operating in. Fourth, I will

discuss my recommended cost of debt. Fifth, I will compare my

recommended capital structure with the Company-proposed capital

structure. Sixth, I will explain my weighted cost of capital recommendation

and seventh, I will comment on TEP' cost of capita! testimony. Schedules

WAR-1 through WAR-9 will provide support for my cost of capital analysis.

19

20 Please summarize the recommendations and adjustments that you will

21

22

address in your testimony.

Based on the results of my analysis of TEP, I am making the following

23 recommendations:

A.

A.

Q.

Q.

5
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1

2

Cost of Equitv Capital - I am recommending a 9.44 percent cost of equity

capital. This 9.44 percent figure is based on the results that I obtained in

3 my cost of equity analysis, which employed both the DCF and CAPM

4 methodologies.

5

6 Cost of Debt

7

I am recommending that the Commission adopt the

Company-proposed 6.39 percent cost of long-term debt. This is based on

8 my review of the costs associated with the various debt instruments

9 issued by TEP to finance the Company's plant-in-service.

10

11 Capital Structure I am recommending that the Company-proposed pro

12

13

forma capital structure, which is comprised of 55.0 percent long-term debt

and 45.0 percent common equity, be adopted by the Commission.

14

15

16

17

Cost of Capital - Based on the results of my recommended capital

structure, cost of common equity, and cost of debt analyses, I am

This figure

18

19

recommending a 7.76 percent cost of capital for TEP.

represents the weighted cost of my recommended cost of common equity

and my recommended costs of short and long-term debt.

20

21

22

6

llllmlllllllIu ll\ H lm l l
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1

2

3

4

5

Why do you believe that your recommended 7.76 percent cost of capital is

an appropriate rate of return for TEP to earn on its invested capital?

The 7.76 percent cost of capital figure that I have recommended meets

the criteria established in the landmark Supreme Court cases of Bluefield

Water Works 8< Improvement Co. v. Public Service Commission of West

6

7

8

9

10

11

12

13

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Company (320 U.S. 391, 1944). Simply stated, these two

cases affirmed that a public utility that is efficiently and economically

managed is entitled to a return on investment that instills confidence in its

financial soundness, allows the utility to attract capital, and also allows the

utility to perform its duty to provide service to ratepayers. The rate of

return adopted for the utility should also be comparable to a return that

investors would expect to receive from investments with similar risk.

14

15

16

17

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

18 and provide its shareholders with an adequate rate of return will not

19 continue to supply adequate public utility service to ratepayers.

20

21

22

A.

Q.

7
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1

2

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

3

4

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

5 with the opportunity to earn a reasonable rate of return on its investment.

6

7

8

9

That is to say that a utility, such as TEP, is provided with the opportunity to

earn an appropriate rate of return if the Company's management

exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient.

10

11 COST OF EQUITY CAPITAL

12

13

14

15

16

17

18

What is your recommended cost of equity capital for TEP'?

Based on the results of my DCF and CAPM analyses, which ranged from

8.63 percent to 11.08 percent for a sample of electric providers, I am

recommending a 9.44 percent cost of equity capital for TEP. My

recommended 9.44 percent figure represents a mean average of the

results of my DCF and CAPM analyses, which utilized a sample of publicly

traded electric companies.

19

20

21

22

23

A.

Q.

A.

Q.

8
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1 Discounted Cash Flow (DCF) Method

2

3

4

5

6

7

8

9

Please explain the DCF method that you used to estimate TEP's cost of

equity capital.

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash10

11 flows back to their present value is often referred to as the investor's cost

12

13

14

15

16

17

18

19

20

21

22

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

A.

Q.

9



Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402

1

2

stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

3

4 k = ( 0 1 + P 0 ) + '

5 where: k

6

7 11 '0

8

9

the required return (cost of equity, equity

capitalization rate),

the dividend yield of a given share of stock

calculated by dividing the expected dividend by

the current market price of the given share of

10 stock, and

11 g the expected rate of future dividend growth.

12

13

14

This formula is the basis for the standard growth valuation model that I

used to determine TEP's cost of equity capital. It is similar to one of the

15 models used by the Company.

16

17 In determining the rate of future dividend growth for TEP, what

18

19

20

21

22

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

23 the traditional DCF model's basic underlying assumption that a company's

A.

Q.

10
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1 earnings, dividends, book value and share growth all increase at the same

2 constant rate of growth into infinity. Given these assumptions, if the

3 dividend payout ratio remains constant, so does the earnings retention

4 ratio (the percentage of earnings that are retained by the company as

5 opposed to being paid out in dividends). This being the case, a

6 company's dividend growth can be measured by multiplying its retention

7 ratio (1 - dividend payout ratio) by its book return on equity. This can be

8 stated as g = b x r.

9

10 Would you please provide an example that will illustrate the relationship

11 that earnings, the dividend payout ratio and book value have with dividend

12 growth?

13 RUCO consultant Stephen Hill illustrated this relationship in a Citizens

14 Utilities Company 1993 rate case by using a hypothetical utility.6

Table I

Year 1

$10.00

Year 2

$10.40

GrowthYear 3

$10.82

10%

$1 .082

Year 4

$11 .25

10%

$1 .125

Year 5

$1170

10%

$1.170

4.00%

N/A

0.60 0.60

4.00%

NlA

15

16

17

18

19

20

21

22

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh

10%

$1 .00

0.60

$0.60

10%

$1 .04

0.60

$0.624 $0.649 $0.675

0.60

$0.702 4.00%

23

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony of Stephen G. Hill, dated December 10, 1993, pages 25 - 32.

6

Q.

A.

11
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1

2

3

4

5

6

Table I of Mr. HilTs illustration presents data for a five-year period on his

hypothetical utility. In Year 1, the utility had a common equity or book

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

7 Year 1 Because forty percent (1 0.60 payout ratio) of the utility's

8

9

earnings are retained as opposed to being paid out to investors, book

value increases to $10.40 in Year 2 of Mr. HilTs illustration. Table l

10 presents the results of this continuing scenario over the remaining five-

11

12

13

14

year period.

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

15 rate, as discussed earlier, is a function of (1) the internally generated

16

17

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

18 dividend growth rate, expressed as g b x r, is also referred to as the

19 internal or sustainable growth rate.

20

21

22

23

12
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1 If earnings and dividends both grow at the same rate as book value,

2 shouldn't that rate be the sole factor in determining the DCF growth rate?

3 No. Possible changes in the expected rate of return on either common

4 equity or the dividend payout ratio make earnings and dividend growth by

5 themselves unreliable. This can be seen in the continuation of Mr. Hill's

6 illustration on a hypothetical utility.

Table l l

Year 1

$10.00

Year 3

$10.82

Year 4

$11 .47

Year 2

$10.40

1 0 %

$1 .04

0.60

1 5 %

$1 .623

1 5 %

$1.720

Growth

5.00%

10. 67%

16. 20%

N / A

7

8

9

10

11

12

13

14

Book Value

Equi ty Return

Earnings/Sh

Payout  Rat io

D iv i dend/sh

1 0 %

$1 .00

0.60

$0.60 $0.624

0.60

$0.974

0.60

$1 .032

Year 5

$12,158

15%

$1 .824

0.60

$1 .094 16 . 20%

1 5 In the example displayed in Table ll, a sustainable growth rate of four

1 6 percents exists in Year t and Year 2 (as in the prior example). In Year 3,

1 7 Year 4 and Year 5, however, the sustainable growth rate increases to six

1 8 percent.8 If the hypothetical utility in Mr. Hill's illustration were expected to

1 9 earn a fifteen-percent return on common equity on a continuing basis,

20 then a six percent long-term rate of growth would be reasonable.

2 1 However, the compound growth rates for earnings and dividends,

2 2 displayed in the last column, are 16.20 percent. If this rate were to be

7 [  (  Year 2  Earn ings/Sh
$1.00 1 = [$0.04 + $1 .00 ]

Year 1  Earn ings/Sh )
4 .00%

Year 1 Earnings/Sh 1 = [  (  $1 .04 - $1.00 )

8 [ ( 1 - Payout  Rat io ) x Rate of  Return ]  = [  ( 1 - 0.60 ) x 15.00% ]  = 0.40 x 15.00% = 6.00%

A .

Q.

1 3
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1 used in the DCF model, the utility's return on common equity would be

2 expected to increase by fifty percent every five years, [(15 percent 10

3

4

5

6

7

percent) .-- 1]. This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. HilTs hypothetical example, a change

only in the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world to have a dividend payout 'ratio that exceeds one hundred

8 percent on occasion, it would be unrealistic to expect the practice to

9 continue over a sustained long-term period of time.

10

11

12

13

Other than the retention of internally generated funds, as illustrated in Mr.

Hill's hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

14 company?

15 The best

16

17

18

19

Yes, a company can raise new equity capital externally.

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas.

20

21

22

23

Q.

A.

14
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1 How does external equity financing influence the growth expectations held

2

3

4

5

6

7 base).

8

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators allow utilities the opportunity to earn a

reasonable rate of return on rate base, an investor would take into

9 consideration the effect that a change in book value would have on the

10

11

12

to

rate of return that he or she would expect the utility to earn. If an investor

believes that a utility's book value (Le. the utility's earning base) will

increase, then he or she would expect the return on the utility's common

stock to increase. If this positive trend in book value continues over an

14

15

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

16

17

18

19

20

2t

Please provide an example of how external financing affects a utility's

book value of equity.

As l explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

22 previously, the utility's book value per share will increase in value. This

23

Q.

A.

Q.

A.

would increase both the earnings base of the utility and the earnings
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1

2

expectations of investors. However, if new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors3

4

5

6

7

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

value per share, there would be no impact on either the utility's earnings

8 base or investor expectations.

9

10 Please explain how the external component of the DCF growth rate is

determined.11

12 In his book,

13

14

The Cost of Capital to a Public Utility,9 Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

15 The mathematical expression for Dr.

16

external financing components.

Gordon's growth rate is as follows:

17

18

19 where: g

b20

Q = ( br ) + ( sv )

DCF expected growth rate,

the earnings retention ratio,

21 r the return on common equity,

22 S the fraction of new common stock sold that

g Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, Ml: Michigan State
University, 1974, pp. 30-33.

Q.

A.

16
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1 accrues to a current shareholder, and

2 V funds raised from the sale of stock as a fraction

3

4 and v

5 where: BV

of existing equity.

1-i(Bv)+(Mp)1

book value per share of common stock, and

6 MP the market price per share of common stock.

7

8

9

Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?10

11 Yes. The external growth rate estimate (sv) is displayed on Page 1 of

12

13

Schedule WAR-4, where it is added to the internal growth rate estimate

(br) to arrive at a final sustainable growth rate estimate.

14

15

16

Please explain why your calculation of external growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

17

18

19

20

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation).

21 As a result of this situation, I used [(M B)+1] 2 as opposed to the

22

23

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

A.

Q.

Q.

A.
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1 Has the Commission ever adopted a cost of capital estimate that included

2

3 Yes. the

4

5

6

7 for the DCF model.

this assumption?

In the most recent Southwest Gas Corporation rate cases,

Commission adopted the recommendations of ACC Staff's cost of capital

witness, Stephen Hill, who I noted earlier in my testimony. In that case,

Mr. Hill used the same methods that I have used in arriving at the inputs

His final recommendation for Southwest Gas

8

9

10

Corporation was largely based on the results of his DCF analysis, which

incorporated the same valid market-to-book ratio assumption that I have

used consistently in the DCF model as a cost of capital witness for RUCO.

11

12

13

14

How did you develop your dividend growth rate estimate?

I analyzed data on a proxy group consisting of eight electric uti l i ty

companies that have similar operating characteristics to TEP.

15

16

17

Why did you use a proxy group methodology as opposed to a direct

analysis of TEP?

18

19

20

21

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with TEP itself. Although shares of TEP's parent company,

UniSource, are traded on the NYSE, there is no financial data available on

22 dividends paid on publicly held shares of TEP. Consequently it was

10 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

A.

Q.

A.

Q.

Q.
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1

2

necessary to create a proxy by analyzing publicly traded electric

companies with similar risk characteristics.

3

4

5

6

Are there any other advantages to the use of a proxy?

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope

decision that a utility is entitled to earn a rate of return that is

commensurate with the returns on investments of other firms with7

8

9

10

11

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

12

13 What criteria did you use in selecting the companies that make up your

14

15

16

proxy for TEP'?

With the exception of two electric companies, I chose the same sample of

electric providers that were used by TEP's cost of capital witness, Samuel

17 C. Had away, Ph. D. All of the electric utility companies in my sample,

18

19

20

i t

with the exception of MG Energy Inc., are publicly traded on the NYSE

and are followed by The Value Line investment Survey's ("Value Line")

electric utility (east, central and west) industry segments. MG Energy inc.

is traded on the nAsoAo" which is also a major U.S. stock exchange.

22 Each of the companies in the proxy are engaged in the provision of

11 National Association of Securities Dealers Automated Quotation system

A.

Q.

Q.

A.
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t

2

regulated electric utility services. Attachment A of my testimony contains

Value Line's most recent evaluation of the regional electric utility proxy

3 group that I used for my cost of common equity analysis.

4

5

6

7

What companies are included your proxy?

Schedule WAR-2 lists the twenty-six electric service providers included in

my proxy and their NYSE/NASDAQ ticker symbols.

8

9

10

11

12

13

Did the Company's witness also perform a similar analysis using electric

utility companies?

Yes. As l noted earlier, the Company's witness, Dr. Had away, performed

a similar analysis that used all but two of the publicly traded electric utility

companies included in my sample.

14

15

16

17

What two electric companies did you exclude from your sample?

My sample excludes Energy East Corporation (NYSE symbol EAS), and

Puget Energy, Inc. (NYSE symbol PSD).

18

19 Why did you exclude these two electric service providers from your

20

21

22

23

sample?

Both of these electric service providers have accepted takeover offers

from other firms. On November 20, 2007, Energy East Corporation

shareholders agreed to be acquired by Iberdrola, S.A., a large utility

A.

Q.

A.

A.

Q.

Q.

A.

Q.
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1

2

holding company based in Spain. Puget Energy, Inc. announced the

acceptance of an offer from a consortium formed by Macquarie

3

4

5

6

Infrastructure Partners and Diversified Utility and Energy Trusts on

October 26, 2007. Because the stock prices of these two companies are

now being driven by the offers of their respective buyers, they are no

longer suitable for my sample of electric providers.

7

8

9

10

11

12

Please explain your DCF growth rate calculations for the sample

companies used in your proxy.

ScheduleWAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of the utilities included in the

13 sample for the historical observation period 2002 to 2006. Schedule

14

15

16

WAR-5 also includes Value Line's projected 2007, 2008 and 2010-t2

values for the retention ratio, return on book equity, book value per share

growth rate, and number of shares outstanding for the electric utility

17 companies in my sample.

18

19

20

21

22

23

Please describe how you used the information displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

in explaining my analysis, I will use Hawaiian Electric Industries, Inc.,

(NYSE symbol HE) as an example. The first dividend growth component

that I evaluated was the internal growth rate. I used the "b x r" formula

A.

Q.

Q.

A.
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1

2

3

(described on pages 9 and 10 of my testimony) to multiply HE's earned

return on common equity by its earnings retention ratio for each year in

the 2002 to 2006 observation period to derive the utility's annual internal

4

5

6 Because an investor is more likely to be

7

growth rates. I used the mean average of this five-year period as a

benchmark against which I compared the projected growth rate trends

provided by Value Line.

influenced by recent growth trends, as opposed to historical averages, the

8 five-year mean noted earlier was used only as a benchmark figure. As

9

10

11

12

13

14

15

16

17

shown on Schedule WAR-5, Page 1, HE's sustainable internal growth rate

ranged from 2.65% in 2002 to 0.67% in 2006. The company's growth

rates experienced a decl ining pattern during the majori ty of the

observation period, which resulted in a 1.58 percent average over the

2002 to 2006 time frame. Value Line's analysts are forecasting a negative

retention ratio for 2007 before HE's sustainable growth rate falls to 0.07%

during 2008. Value Line's analysts are also projecting that the declining

trend will reverse and expects a sustainable growth rate of 1.91% during

the 2010-12 period. Value Line has also revised its book value growth

18

19

projection upward from negative 1.00% in November 2007 to negative

0.50%. Based on the aforementioned projections and estimates, I believe

20 that a 1.75% rate of internal sustainable growth is reasonable for HE.

21

22

23

22
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1 Please continue with the external growth rate component portion of your

2

3

4

5

6

7

8

9

analysis.

Schedule WAR-5 demonstrates that HE's share growth averaged 2.56%

over the 2002 - 2006 observation period. However, Value Line expects

future outstanding shares to increase modestly from 83.50 million in 2006

to 87.00 million by the end of 2012. Taking this data into consideration, I

am estimating a 2.00 percent rate of share growth for HE.

My final dividend growth rate estimate for HE is 2.41 percent (1.75 percent

internal + 0.66 percent external) and is shown on Page 1 of Schedule

10 WAR-4 n

11

12

13

14

15

What is your average dividend growth rate estimate using the DCF model

for the sample electric utilities?

Based on the DCF model, my average dividend growth rate estimate is

4.30 percent, which is also displayed on page 1 of Schedule WAR-4.

16

17

18

19

20

21

22

23

How do your average dividend growth rate estimates compare with the

growth rate data published by Value Line and other analysts?

As can be seen in Schedule WAR-6, my 4.30 percent estimate is 133

basis points higher than the 2.97 percent average of Value Line's and

Zacks Investment Research's ("Zacks") projected and historic averages of

earnings per share, dividends per share and book value per share. My

4.30 percent estimate is also 223 basis points higher than Value Line's

A.

Q.

A.

Q.

Q.

A.
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1

2

3

4

2.07 percent 5-year historic compound history. Both the Value Line and

Zacks earnings projections (Attachment B) indicate that investors are

expecting increased performance from electric utility companies in the

future. Based on the information presented in Schedule WAR-6, I would

5

6

7

8

9

say that my 4.30 percent estimate, which is very close to Value Line's

projected growth estimate (also based on an average of earnings per

share, dividends per share and book value per share) is a fair

representation of the growth projections presented by securities analysts

at this point in time.

10

11

12

13

14

15

16

17

18

19

How did you calculate the dividend yields displayed in Schedule WAR-3?

I used the estimated annual dividends, for the next twelve-month period,

that appeared in Value Line's most recent (Le. February 8, 2008,

December 28, 2007 and November 30, 2007) Ratings and Reports for the

Electric Utility (West, Central and East) Industry updates. I then divided

those figures by the eight-week average price per share of the appropriate

utility's common stock. The eight-week average price is based on the

daily closing stock prices for each of the companies in my proxies for the

period December 10, 2007 to February 8, 2008.

20

21

22

23

A.

Q.
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1 Based on the results of your DCF analysis, what is your cost of equity

2 capital estimate for the electric utilities included in your sample?

3 As shown in Schedule WAR~2, the cost of equity capital derived from my

4 DCF analysis is 8.62 percent.

5

6 Capital Asset Pricing Model (CAPM) Method

7 Please explain the theory behind the capital asset pricing model ("CAPM")

8 and why you decided to use it as an equity capital valuation method in this

9 proceeding.

10 CAPM is a mathematical tool that was developed during the early 1960's

11 by William F. Sharpe12, the Tim ken Professor Emeritus of Finance at

1 2 Stanford University, who shared the 1990 Nobel Prize in Economics for

13 research that eventually resulted in the CAPM model. CAPM is used to

14 analyze the relationships between rates of return on various assets and

15 risk as measured by beta." In this regard, CAPM can help an investor to

16 determine how much risk is associated with a given investment so that he

17 or she can decide if that investment meets their individual preferences.

18 Finance theory has always held that as the risk associated with a given

19 investment increases, so should the expected rate of return on that

William F. Sharpe, "A Simplified Model of Portfolio Analysis,"Management Science, Vol. 9, No.
2 (January 1963), pp, 277-93.

12

Beta is def ined as an index of  volat i l i ty,  or risk,  in the return of  an asset relat ive to the return of
a market  port fo l io  of  assets.  I t  i s  a measure of  systemat ic  or non-divers i f iab le r i sk.  The returns
on a s tock w i th  a  beta of  1 .0  w i l l  m i rror  the re turns of  the overa l l  s tock market .  The re turns on
s t ocks  w i t h  be t as  g rea t e r  t han  1 . 0  a re  more  vo la t i l e  o r  r i sk i e r  t han  t hose  o f  t he  overa l l  s t ock
market ,  and i f  a stock's beta is less than 1.0,  i ts returns are less volat i le or riskier than the overal l
stock market .

13

A.

A.

Q.

Q.
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1 investment and vice versa. According to CAPM theory, risk can be

2 classified into two specific forms: nonsystematic or diversifiable risk, and

3 systematic or non-diversifiabie risk. While nonsystematic risk can be

4 virtually eliminated through diversification (i.e. by including stocks of

5 various companies in various industries in a portfolio of securities),

6 systematic risk, on the other hand, cannot be eliminated by diversification.

7 Thus, systematic risk is the only risk of importance to investors. Simply

8 stated, the underlying theory behind CAPM states that the expected return

9 on a given investment is the sum of a risk-free rate of return plus a market

10 risk premium that is proportional to the systematic (non-diversifiable risk)

11 associated with that investment. In mathematical terms, the formula is as

12 follows:

13

14 k= l'f+[6(t'm'rfl]

15 where: k cost of capital of a given security,

16 ff risk-free rate of return,

17 [3 beta coefficient, a statistical measurement of a

18 security's systematic risk,

19 rm average market return (e.g. S8¢P 500), and

20 rm'rf market risk premium.

21

22

23

26
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1 What security did you use for a risk-free rate of return in your CAPM

2 analysis?

3 I used a six-week average on a 91-day Treasury Bill ("T-Bill") rate.14 This

4 resulted in a risk-free (ff) rate of return of 2.68 percent.

5

6 Why did you use the short-term T-Bill rate as opposed to the yield on an

7 intermediate 5-year Treasury note or a long-term 30-year Treasury bond?

8 Because a 91-day T-Bill presents the lowest possible total risk to an

9 investor. As citizens and investors, we would like to believe that U.S.

10 Treasury securities (which are backed by the full faith and credit of the

11 United States Government) pose no threat of default no matter what their

12 maturity dates are. However, a comparison of the historical yields of

13 various Treasury instruments will reveal that those with longer maturity

14

15

dates do have slightly higher yields. Treasury yields are comprised of two

separate components,15 a true rate of interest (believed to be

16 approximately 2.00 percent) and an inflationary expectation. When the

17 true rate of interest is subtracted from the total treasury yield, all that

18 remains is the inflationary expectation. Because increased inflation

19 represents a potential capital loss, or risk, to investors, a higher

20 inflationary expectation by itself represents a degree of risk to an investor.

14 A six-week average was computed for the current  rate using 91-day T-Bi l l  quotes l isted in
Value Line's Select ion and Opinion newslet ter f rom January 11,  2008 to February 15,  2008.

15 As a general  ru le of  thumb,  there are three components that  make up a g iven interest  rate or
ra t e  o f  re t u rn  on  a  secu r i t y :  t he  t rue  ra t e  o f  i n t e res t ,  an  i n f l a t i ona ry  expec t a t i on ,  and  a  r i sk
premium. T h e  a p p ro x i m a t e  r i s k  p re m i u m  o f  a  g i v e n  s e c u r i t y  c a n  b e  d e t e rm i n e d  b y  s i m p l y
subtract ing a 91-day T-Bi l l  rate f rom the yield on the securi ty.

A.

Q.

A.

Q.
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1

2

Another way of looking at this is from an opportunity cost standpoint.

When an investor locks up funds in long-term T-Bonds, compensation

3 must be provided for future investment opportunities foregone. This is

4

5

6

7 As discussed earlier in the

8

often described as maturity or interest rate risk and it can affect an

investor adversely if market rates increase before the instrument matures

(a rise in interest rates would decrease the value of the debt instrument).

DCF portion of my testimony, this

compensation translates into higher rates of returns to the investor. Since

9

10

11

a 91-day T-Bill presents the lowest possible total risk to an investor, it

more closely meets the definition of a risk-free rate of return and is the

more appropriate instrument to use in a CAPM analysis.

1 2

13 How did you calculate the market risk premium used in your CAPM

14

15

16

17

18

19

20

21

22

analysis?

I used both a geometric and an arithmetic mean of the historical returns on

the S8¢P 500 index from 1926 to 2006 as the proxy for the market rate of

return (rm). The information was obtained from Morningstar's SBBI

Yearbook, which publishes historical data on stock returns, U.S. Treasury

yields and rates of inflation. The risk premium (rm - rf) that results by using

the geometric mean calculation for rm is equal to 7.72 percent (t0.40% -

2.68% = 7.72%). The risk premium that results by using the arithmetic

mean calculation for rm is 9.62 percent (12.30% - 2.68% =9.62%).

23

A.

Q.
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1 How did you select the beta coefficients that were used in your CAPM

2 model?

3

4

5

6

7

8

9

10

11

12

The beta coefficients (B), for the electric utilities used in my proxy, were

calculated by Value Line and were published in the most recent updates

(i.e. February 8, 2008, December 28, 2007 and November 30, 2007) for

the West, Central and East regional electric providers in my sample.

Value Line calculates its betas by using a regression analysis between

weekly percentage changes in the market price of the security being

analyzed and weekly percentage changes in the NYSE Composite Index

over a five-year period. The betas are then adjusted by Value Line for

their long-term tendency to converge toward 1.00. The beta coefficients

for the LDC's included in my sample ranged from 0.70 to 1.15 with an

13 average beta of 0.87.

14

15

16

17

18

19

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean for rm results in an average expected return of

9.42 percent. My calculation using an arithmetic mean results in an

average expected return of 11.08 percent.

20

21

22

23

A.

Q.

A.

Q.
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1 Please summarize the results derived under each of the methodologies

2

3

4

presented in your testimony.

The following is a summary of the cost of equity capital derived under

each methodology used:

METHOD RESULTS

5

6

7

8

9

10

DCF

CAPM

8.62%

9.42% - 11.08%

11

12

Based on these results, my best estimate of an appropriate range for a

cost of common equity for TEP is 8.62 percent to 11.08 percent. My final

recommendation for TEP is 9.44 percent.

13

14 Q How did you arrive at your recommended 9.44 percent cost of common

15

16

17

equity?

My recommended 9.44 percent cost of common equity is the average of

my DCF and CAPM results. The calculation can be seen on Page 3 of

Schedule WAR-1 .18

19

20

21

22

23

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

Dr. Had away is recommending an 11.75 percent cost of equity for TEP's

actual test year capital structure and a 10.75 percent cost of equity for the

24 Company-proposed pro forma (Le. hypothetical) capital structure. Dr.

A.

Q.

A.

A.

Q.
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1

2

3

4

5

Had away's 11.75 percent cost of equity capital, for TEP's actual test year

capital structure, is 231 basis points higher than the 9.44 percent cost of

equity capital that I am recommending. Dr. Hadaway's 10.75 percent cost

of equity capital, for the Company-proposed pro forma capital structure, is

131 basis points higher than the 9.44 percent cost of equity capital that I

6 am recommending.

7

8 Current Economic Environment

9 Please explain why it is necessary to consider the current economic

10 environment when performing a cost of equity capital analysis for a

11

12

regulated utility.

Consideration of the economic environment is necessary because trends

13

14

15

16

17

18

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

19

20

21

Please discuss your analysis of the current economic environment.

My analysis includes a brief review of the economic events that have

occurred since 1990.22 Schedule WAR-8 displays various economic

Q.

A.

A.

Q.
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1 indicators and other data that I will refer to during this portion of my

2 testimony.

3 In 1991, as measured by the most recently revised annual change in

4 gross domestic product ("GDP"), the U.S. economy experienced a rate of

5 growth of negative 0.20 percent. This decline in GDP marked the

6 beginning of a mild recession that ended sometime before the end of the

7 first half of 1992. Reacting to this situation, the Federal Reserve Board

8 ("Federal Reserve" or "Fed"), then chaired by noted economist Alan

9 Greenspan, lowered its benchmark federal funds rate16 in an effort to

10 further loosen monetary constraints - an action that resulted in lower

11 interest rates.

12 During this same period, the nation's major money center banks followed

13 the Federal Reserve's lead and began lowering their interest rates as well.

14 By the end of the fourth quarter of 1993, the prime rate (the rate charged

15 by banks to their best customers) had dropped to 6.00 percent from a

16 1990 level of 10.01 percent. In addition, the Federal Reserve's discount

17 rate on loans to its member banks had fallen to 3.00 percent and short-

18 term interest rates had declined to levels that had not been seen since

19 1972.

20

16 The interest rate charged by banks with excess reserves at a Federal Reserve district bank to
banks needing overnight loans to meet reserve requirements. The federal funds rate is the most
sensitive indicator of the direction of interest rates, since it is set daily by the market, unlike the
prime rate and the discount rate, which are periodically changed by banks and by the Federal
Reserve Board, respectively.
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1

2

3

4

5

6

7

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

8 without incurring either a prolonged recession or runaway inflation.

9

10 Did the Federal Reserve achieve its goals during this period?

11 Yes. The Fed's strategy of decreasing interest rates to stimulate the

12

13

14

15

16

17

18

19

20

21

22

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be little doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. investors,

who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

A.

Q.
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1 pushed stock prices and market indexes to all time highs from 1997 to

2000.2

3

4 What has been the state of the economy since 2001?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

The U.S. economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December

2001. Prior to the 9/11 attacks, commentators, reporting in both the

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

20

21

22

23

hope of avoiding a recession.

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the current recession

A.

Q.
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1 might have bottomed out during the last quarter of 2001 a lackluster

2

3

4

5

6

7

8

9

10

11

economy persisted. The continuing economic malaise and even fears of

possible deflation prompted the FOMC to make a thirteenth rate cut on

June 25, 2003. The quarter point cut reduced the federal funds rate to

1.00 percent, the lowest level in 45 years.

Even though some signs of economic strength, that were mainly attributed

to consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

12

13

14

two-day meeting that ended on January 28, 2004, the FOMC announced

"that with inflation 'quite low' and plenty of excess capacity in the

'can be patient in removing its policyeconomy, policy-makers

accommodation. 715

16

17 What actions has the Federal Reserve taken in terms of interest rates

18

19

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

20

21

22

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

17 Wolk, Martin, "Fed holds interest rates steady,"MSNBC, January 28, 2004.

A.

Q.
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1

2

3

4

5

6

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the final appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On that same day, Greenspan's successor, Ben

Bernanke, the former chairman of the President's Council of Economic

7

8

9

10

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor left off and increased the federal funds rate by 25 basis

11

12

13

14

15

points during each of the next three FOMC meetings for a total of

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of 5.25 percent. The Fed's rate increase

campaign finally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

16

17 What was the reaction in the financial community to the Fed's decision not

18 to raise interest rates?

19

20

21

As in the past, banks followed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

22

A.

Q.
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1 How did analysts view the Fed's actions between January 2001 and

2 August 2006?

3 According to an article that appeared in the December 2, 2004 edition of

4 The Wall Street Journal, the FOMC's decision to begin raising rates two

5 years ago was viewed as a move to increase rates from emergency lows

6 in order to avoid creating an inflation problem in the future as opposed to

7 slowing down the strengthening economy.18 in other words, the Fed was

8 trying to head off inflation before it became a problem. During the period

9 following the August 8, 2006 FOMC meeting, the Fed's decisions not to

10 raise rates were viewed as a gamble that a slower U.S. economy would

11 help to cap growing inflationary pressures.'9

12

13 Was the Fed attempting to engineer another "soft landing", as it did in the

14 mid-nineties, by holding interest rates steady?

15 Yes, however, as pointed out in an August 2006 article in The Wall Street

16 Journal by E.S. Browning, soft landings - like the one that the Fed

17 managed to pull off dL*ring the 1994-95 time frame, in which a recession or

18 a bear market were avoided - rarely happen20. Since it began increasing

19 the federal funds rate in June 2004, the Fed has assured investors that it

18 McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point,"
Journal, September 22, 2004.

The Wall Street

19 Ip, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation,"The Wall Street
Journal Online Edition, August 8, 2006.

20 Browning, E.s, "Not Too Fast, Not Too Slow..
21, 2006.

as

r The Wall Street Journal Online Edition, August

Q.

A.

A.

Q.
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1

2

3

4

would increase rates at a "measured" pace. Many analysts and

economists interpreted this language to mean that former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of the Fed's few blunders

5

6

7

8

9

10

11

12

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis21. According to Mr. Browning, at the time that

his article was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation,

but not enough to choke off growth." In other words, "a 'Goldilocks

economy,' in which growth is not too hot and not too cold."

13

14 Was the Fed's attempt to engineer a soft landing successful during this

15

16

17

18

19

20

21

period?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low,

21 Associated Press (AP), "Fed begins debating interest rates"USA Today, June 29, 2004.

A.

Q.
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1

2

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip.
u22

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

What has been the state of the economy over the past year?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the ninth straight time and left its target rate

unchanged at 5.25 percent." At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession were beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crises, rooted in a deterioration of the

market for U.S. subprime mortgages and securities linked to them, forced

the Fed to inject $24 bil l ion in funds (raised through open market

22 Henderson, Nell, "Bullish on Bernanke"The Washington Post, January 30, 2007.

23 In, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth"The Wall Street Journal, August
8, 2007

A.

Q.
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1 operations) into the credit markets.24 By Friday, August 17, 2007, after a

2 turbulent week on Wall Street, the Fed made the decision to lower its

3

4

5

discount rate (Le. the rate charged on direct loans to banks) by 50 basis

points, from 6.25 percent to 5.75 percent, and took steps to encourage

banks to borrow from the Fed's discount window in order to provide

6 liquidity to lenders. According to an article that appeared in the August 18,

7 2007 edition of The Wall Street Journal, 25 the Fed had used all of its tools

8

9

10

to restore normalcy to the financial markets. If the markets failed to settle

down, the Fed's only weapon left was to cut the Federal Funds rate

possibly before the next FOMC meeting scheduled on September 18,

2007.11

12

13 Did the Fed cut rates as a result of the subprime mortgage borrowing

14 crises?

15 Yes. At its regularly scheduled meeting on September 18, 2007, the

16

17

18

19

20

21

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points or 25 basis points more than

what was anticipated. This brought the federal funds rate down to a level

of 4.75 percent. The Feds action was seen as an effort to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

24 up, Greg,"Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

25 up, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007

A.

Q.
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1

2

3

basis points to its current level of 3.00 percent - mainly as a result of

concerns that the economy was slipping into a recession. This included a

75 basis point reduction that occurred one week prior to the FOMC's last

4 meeting on January 29, 2008.

5

6 Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?7

8

9

10

11

12

13

14

Despite the increases (prior to June 2006) by the FOMC, interest rates

and yields on U.S. Treasury instruments are for the most part still at

historically low levels. The Fed's actions have also had the overall effect

of reducing the cost of many types of business and consumer loans. As

can be seen in Schedule WAR-8, the previously mentioned federal

discount rate (the rate charged to the Fed's member banks), has fallen to

3.50 percent from 5.73 percent in 2000.

15

16

17

18

19

20

21

22

What has been the trend in other leading interest rates over the last year?

As of February 15, 2008, the leading interest rates have all dropped from

the levels that existed a year ago (Attachment C). The prime rate has

fallen from 8.25 percent a year ago to its current level of 6.00 percent.

The benchmark federal funds rate, just discussed, has decreased from

5.25 percent, in February 2007, to its current level of 3.00 percent (the

result of the Fed's recent series of interest rate cuts described earlier).

23 The yields on several maturities of U.S. Treasury instruments have also

A.

Q.

A.

Q.
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1

2

3

4

5

6

7

8

9

10

11

12

decreased over the past year. A previous trend, described by former

Chairman Greenspan as a "conundrum"26, in which long-term rates fell as

short-term rates increased, thus creating a somewhat inverted yield curve

that existed as late as June 2007, appears to have ended and a more

traditional yield curve (one where yields increase as maturity dates

lengthen) presently exists (Attachment C). The 91-day T-bill rate, used in

my CAPM analysis, has fallen from 5.15 percent, in February 2007, to

2.09 percent as of February 6, 2008. The 1-Year Treasury constant

maturity rate also decreased from 5.07 percent over the past year to 2.06

percent. Again, for the most part, these current yields are considerably

lower than corresponding yields that existed during the early nineties (as

can be seen on Schedule WAR-8).

13

14 What is the current outlook for interest rates, inflation, and the economy?

15

16

17

18

19

According to The Wall Street Journal's current February 2008 Economic

Forecasting Survey, the federal funds rate is expected to fall from its

current level of 3.00 percent to approximately 2.64 percent by December

2008. The change in the consumer price index, a key measure of

inflation, is also expected to fall from the December 2007 level of 4.10

20 percent to 2.30 percent by December 2008.

26 Wolk, Martin, "Greenspan wrestling with rate 'conundrum',"MSNBC, June 8, 2005.

A.

Q.
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1 Value Line's analysts had this to say in their Economic and Stock Market

2 Commentary that appeared in the February 15, 2008 edition of Value

3 Line's Selection and Opinion publication:

4
5
6
7
8
9

10
11
12
13
14
15
16
17

The economic weakness might continue for a while. Unfortunately,
the likely further deterioration in the employment and housing outlooks
may push back the timetable for even a mild economic recovery until late
in the year. For now, we think there is a good chance that we will see
either no growth in the U.S. gross domestic product during the first
quarter or, more likely, a modest decline. (By comparison, the nation's
GDP posted a negligible gain of 0.6% in last year's fourth quarter.)
Another tepid showing is likely in the second quarter, when economic
growth might resume, but on a nominal basis. Thereafter, we would
expect to see some benefits from recent and likely future moves by the
Federal Reserve to cut interest rates. However, a resumption of the
strong economic growth that we saw earlier in this decade may not take
hold until 2009 or, more likely, 2010.

18 How has the current economic environment of lower interest rates affected

19 the electric utility industry as a whole?

20 Value Line analyst Nils C. Van Liew took note of the environment of low

21 interest rates that existed in the early part of 2007. In Value Line's Electric

22 Utility (East) Industry update dated March 2, 2007, Mr. Van Liew had this

23 to say:

24
25
26
27
28
29
30
31
32
33

Low Interest Rates. Several factors are, no doubt, driving the electric
utilities' strong share-price performance. Perhaps most important is a
benign interest-rate environment. Utilities frequently tap the credit
markets to fund their operations. (Low interest rates mean they can cost
effectively build new power plants and maintain existing ones.) "Cheap
money" also tends to drive economic expansion, thereby increasing
electricity demand. That said, interest rates should remain relatively low,
though the likelihood that the Federal Reserve eases (monetary) policy is
small, given persistent inflation concerns.

34 Given the fact that interest rates are even lower now than they were at the

35 time of Mr. Van Liew's writing, and utility bond rates are currently lower

36 than their 2007 averages, I believe that his views are still valid.

A.

Q.
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1 What are the current dividend yields of electric utility stocks followed by

2 Value Line?

3

4

5

6

7

8

g

In the February 8, 2008 Electric Utility (West) Industry update, Value Line

analyst Paul E. Debbas, CFA, observed that, following a recent decline in

electric utility stock prices, the average yield of the fifty-eight stocks in the

Electric Utility Industry, followed by Value Line, is now 3.90 percent which

is still low by historical standards but is higher than the group's 3.50

percent to 3.60 percent average yield for most of the past two to three

years. Mr. Debbas went on to state that there are some stocks of solid

10

11

utilities that now have yields of nearly 5.00 percent which offer good

dividend-growth potential.

12

13

14

How does the 3.90 percent average yield on the fifty-eight electric utility

stocks noted above compare with the average dividend yield of your

15

16

17

18

19

sample electric utility companies?

As can be seen in Schedule WAR-3, my sample electric utility companies

have an average dividend yield of 4.32 percent which is 42 basis points

higher than the 3.90 percent average yield on electric utility stocks

reported by Value Line's Mr. Debbas.

20

21

22

23

Q.

A.

A.

Q.
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1

2

After weighing the economic information that you've just discussed, do you

believe that the 9.44 percent cost of equity capital that you have estimated

is reasonable for TEP'?3

4

5

6

7

8

I believe that my recommended 9.44 percent cost of equity will provide

TEP with a reasonable rate of return on the Company's invested capita!

when economic data on interest rates (that are low by historical

standards), a possible rebound in growth in new housing construction

(attributed to the recent cuts in interest rates), and the Fed's ability to keep

inflation in check are all taken into consideration. As l noted earlier, the9

10 Hope decision determined that a utility is entitled to earn a rate of return

that is commensurate with the returns it would make on other investments11

12 with comparable risk. I believe that my DCF analysis has produced such

18 a return.

14

15 COST OF DEBT

16 Have you reviewed TEP's testimony on the Company-proposed cost of

debt?17

18

19

Yes, I have reviewed the testimony prepared by Kevin P. Larson, Senior

Vice President, Chief Financial Officer and Treasurer of UniSource Energy

20 ad TEP.

21

22

A.

Q.

A.

Q.
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1

2

3

Do you agree with Mr. Larson's inclusion of the amortized debt discount

and expenses and losses attributed to reacquired debt and the credit

facility fees to arrive at his final cost of long-term debt figure of 8.22

4 percent?

Yes.5

6

7 What is your recommended cost of long-term debt?

8 I am recommending the Company-proposed cost of long-tem debt of 6.39

9 percent.

10

11 CAPITAL STRUCTURE

12

13

Have you reviewed TEP's testimony regarding the Company's proposed

capital structure?

14

15

Yes, I have reviewed the direct testimony of Company witness Larson,

who also testified on TEP's proposed capital structure.

16

17 What was TEP's actual capital structure during the test year?

18

19

TEP's actual capital structure during the test year was comprised of 60.1

percent debt and 39.9 percent equity.

20

21

22

23

Q.

A.

Q.

A.

Q.

A.

Q.

A.
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1

2

3

4

What capital structure is the Company proposing in this proceeding?

The Company is proposing a pro forma, or hypothetical, capital structure

comprised of 55.0 percent long-term debt and 45.0 percent common

equity.

5

6

7

What capital structure are you proposing for TEP?

I am recommending the same hypothetical capital structure being

8 proposed by TEP.

9

10 Is the capital structure proposed by TEP in line with industry averages?

11 No. As can be seen in Schedule WAR-9, the capital structure proposed

12

13

14

by TEP is higher in debt than the average capital structure of the electric

utility companies included in my sample. The companies in my sample

have capital structures comprised of approximately 50.0 percent debt and

15 50.0 percent equity.

16

17 In terms of risk, how does your recommended capital structure compare to

18

19

20

21

22

23

the electric utility companies in your sample?

The electric utility companies in my sample would be considered as

having a slightly lower level of financial risk (i.e. the risk associated with

debt repayment) because of their lower levels of debt. The lower financial

risk due to debt leverage is embedded in the cost of equities derived for

those companies through the DCF analysis. Thus, the cost of equity

47

A.

Q.

A.

Q.

A.

Q.

Q.

A.
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1

2

3

4

5

6

derived in my DCF analysis is applicable to companies that are not as

leveraged and, theoretically speaking, not as risky as a utility with a level

of debt similar to TEP's. In the case of a publicly traded company, such

as those included in my proxy, .a company with TEP's level of debt would

be perceived as having a slightly higher level of financial risk and would

therefore also have a slightly higher expected return on common equity.

7

8

9

10

11

12

Have you made any upward adjustment to your recommended cost of

equity that takes TEP's higher level of financial risk into consideration?

No. I believe that my recommended hypothetical capital structure which

increases TEP's percentage of equity from 39.9 percent to 45.0 percent

will provide the Company with additional cash flows to mitigate any

13 concerns regarding financial risk. In addition to providing TEP with

14

15

additional operating income, my recommended hypothetical capital

structure will also provide TEP with a higher level of income tax expense.

16

17

18

Please explain how your recommended hypothetical capital structure will

provide TEP with additional cash flow through a higher level of income tax

19

20

21

22

23

expense.

The lower level of debt in my recommended capital structure produces a

lower interest deduction for the income tax calculation thus providing TEP

with a higher level of income tax expense than what would result if the

Company's higher actual level of deductible interest were used in the

Q.

A.

Q.

A.
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1

2

3

4

5

calculation. As a result of this the Company's actual income tax expense

is lower than the income tax calculated for ratemaking purposes thus

providing TEP with additional cash. For the reasons stated above I have

decided not to make any upward adjustment on my recommended 9.44

percent cost of common equity.

6

7 WEIGHTED COST oF CAPITAL

8

9

10

11

12

13

14

15

16

17

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 8.35 percent.

This composite figure is the result of the Company-proposed hypothetical

capital structure that produces a weighted average of 3.51 percent for

long-term debt and a weighted cost of common equity of 4.84 percent.

The Company-proposed 8.35 percent weighted cost of capital is 59 basis

points higher than the 7.76 percent weighted cost of capital that I am

recommending, which is the weighted cost of my recommended 6.39

percent cost of long-term debt and 9.44 percent cost of common equity.

18

19 COMMENTS ON TEP'S COST OF EQUITY CAPITAL TESTIMONY

20 Have you reviewed TEP's testimony on the Company-proposed cost of

21

22

equity capital?

Yes, I have reviewed the testimony prepared by Dr. Samuel C. Had away.

23

Q.

A.

Q.

A.
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1

2

3

4

5

6

7

8

9

Please compare the Company-proposed cost of equity with your

recommended cost of equity.

The Company is recommending a cost of equity capital of 10.75 percent in

conjunction with a hypothetical capital structure comprised of 55.0 percent

debt and 45.0 percent equity. The Company-proposed 10.75 percent cost

of equity is the low end of a 10.75 percent to 11.75 percent range of

estimates recommended by Dr. Had away. The Company-proposed 10.75

percent cost of equity is 131 basis points higher than my recommended

9.44 percent cost of equity.

10

11

12

Have you studied the specific methods that Company witness Hadaway

used to derive the Company-proposed cost of equity capital?

to Yes.

14

15 What methods did Dr. Hadaway use to arrive at his cost of common equity

16 for TEP?

17

18

19

20

Dr. Had away used the DCF, CAPM and risk premium methods to estimate

TEP's cost of common equity.

Can you provide a comparison of the results derived from Dr. Had away's

models and yours?

21 Yes.

22

23

A.

Q.

A.

Q.

Q.

A.

Q.

A.
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1 DCF Comparison

2

3

4

Were there any differences in the way that you conducted your DCF

analysis and the way that Dr. Had away conducted his?

Yes, In addition to the constant growth model that I used to estimate

5

6

7

TEP's cost of equity, Dr. Hadaway also relied on the results of a multi-

stage DCF model that used the proxy of twenty-eight electric utility

companies that I described earlier in my testimony.

8

9

10

Please compare Dr. Had away's constant growth DCF estimate to your

constant growth DCF estimate.

11

12

13

14

15

16

17

18

19

20

Dr. Had away used two versions of the constant growth DCF model, what

he refers to as his traditional constant growth DCF model, and a constant

growth DCF model that uses a 6.60 percent estimate of gross domestic

product ("GDP") figure for the growth component ("g") of the model. His

traditional constant growth DCF model produces an estimate of 9.50

percent which is 88 basis points higher than my 8.66 percent estimate.

Dr. Hadaway's constant growth DCF model that uses the aforementioned

6.60 percent GDP figure produces an estimate of 10.80 percent which is

218 basis points higher than my average 8.62 percent estimate. Dr.

Had away ignores the lower estimate of 9.50 percent produced by his

traditional version of the DCF model because it falls below the results21

22 produced by his other models used to estimate TEP's cost of common

23 equity.

A.

Q.

A.

Q.
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1 Q

2

What created the 88 basis point difference between Dr. Had away's

traditional constant growth DCF model estimate and your constant growth

3 DCF model?

4 Dr. Hadaway's average dividend yield component ("131 + PT") of 4.15

5

6

7

8

9

10

11

12

13

percent is actually 17 basis points lower than my 4.32 percent figure. This

is mainly attributed to an overall decline in the stock prices ("P0") of the

electric utilities included in our samples. Since Dr. Hadaway's average

dividend estimate ("D1") of $1.54 is just slightly higher than my average of

$1.53, his higher average stock price of $37.18 produces a lower yield

than my average stock price of $36.32. Thus the main reason for the

difference in our constant growth DCF estimates is Dr. Hadaway's growth

estimate which is the sum of a company's internal sustainable growth (Br)

and its external growth ( sv ) estimate.

14

15

16

17

18

19

20

21

22

23

Can you explain why Dr. Had away's growth estimate is higher than yours?

Yes. Dr. Had away performed a b x r calculation that produced an internal

sustainable growth rate figure of 3.90 percent which was 7 basis points

higher than my 3.83 percent figure. However, he forgoes the type of s x v

calculation (based on estimates of share growth) that l have performed

and instead uses an average comprised of his b x r figure, Zack's 5-year

earnings estimate, Value Line's 5-year earnings estimate and his 6.60

percent GDP figure. This produces a growth estimate of 5.39 percent

which is 109 basis points higher than my growth estimate of 4.30 percent.

A.

Q.

A.
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1 Do you agree with Dr. Had away's use of long-term GDP growth in his

models?2

3 No. I do not. The use of the GDP estimate assumes that the long-term

4 growth rate for the electric-utilities in his sample will be a combination of

5

6

7

8

analysts' long-term growth rate projections and the growth rate of all

goods and services produced by labor and property in the U.S., as

opposedto relying on growth information that is specific to the electric

companies included in our respective samples.

9

10

11

12

Is this the same reason why Dr. Had away's second constant growth DCF

estimate, that uses his 6.60 percent estimate of GDP for the growth

component, is 218 basis points higher than your average 8.62 percent

13 estimate?

14 Yes. Once again Dr. Had away's average dividend yield component of

15

16

17

18

19

4.15 percent is actually 17 basis points lower than my 4.32 percent figure.

However, his growth component is the higher 6.60 percent GDP figure

discussed above. The use of the 6.0 percent GDP figure as his growth

estimate produces the 10.80 percent constant growth DCF result that Dr.

Hadaway used in making his final cost of equity estimate for TEP.

20

21

22

23

Q.

A.

Q.

A.
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1 What is the difference between Dr. Had away's multi-stage DCF estimate

2

3

4

and your single-stage constant-growth DCF estimate?

Dr. Hadaway's average multi-stage DCF estimate of 10.40 percent is 96

basis points higher than the 9.44 percent estimate produced by my single-

5 stage constant growth model.

6

7

8

Please describe the multi-stage DCF model used by Dr. Had away.

The multi-stage DCF model is comprised of three components: a dividend

9

10

11

yield component similar to the one used in the constant growth model, a

near-term (i.e. 5-year) growth estimate that is also similar to the one used

in the constant growth DCF and a long-term growth estimate that is

1 2

13

14

to

calculated into perpetuity through the use of an internal rate of return

calculation on a computer spreadsheet. In this case, Dr. Had away used

the same 6.60 percent GDP figure, discussed earlier, as the long-term

growth estimate in the second-stage component of his multi-stage model.

16

17

18

19

Why didn't you conduct a multi-stage DCF analysis like the one conducted

by Dr. Had away?

Primarily because the growth rate component that l estimated for my

20

21

single-stage model already takes into consideration 5-year long-term

growth rate projections that are specific to the electric utilities included in

22

23

my proxy as opposed to a GDP figure that assumes that an electric utility

will grow at the same rate of growth of all goods and services produced in

A.

Q.

A.

Q.

Q.

A.
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1 the U.S. The 5-year period is in line with the number of years that a utility

2 will file for rate relief as opposed to a GDP rate of growth that is calculated

3 into perpetuity and inflates a utility's cost of equity capital.

4

5 CAPM Comparison

6

7

8

9

Please describe the differences in the way that you conducted your CAPM

analysis and the way that Dr. Hadaway conducted his?

The main differences between Dr. Had away's CAPM analysis and mine

are the Treasury instruments that we relied on for the risk-free rate of

10 return and the average beta coefficient that was used in our models. Dr.

11 Had away performed a long-term CAPM analysis and a short-term CAPM

12 analysis.

13

14

15

16

17

18

What Treasury instruments did Dr. Had away use as a proxy for the risk

free (i.e. ff) rate in his CAPM model?

Dr. Hadaway used the 30-year U.S. Treasury Constant Maturity Rate of

5.01 percent, as of May 27, 2007, in his long-term CAPM analysis. For his

short-term CAPM analysis he used the 3-month U.S. Treasury Secondary

19 Market Rate of 4.89 percent.

20

21

22

23

A.

Q.

Q.

A.
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1

2

3

What are the current yields on the 30-year U.S. Treasury Constant

Maturity Rate and the 3-month U.S. Treasury Secondary Market Rate that

Dr. Hadaway used in his CAPM models?

4

5

6

7

8

g

As of the week ending February 8, 2008 the yield on the 30-year U.S.

Treasury Constant Maturity Rate stood at 4.40 percent which is 67 basis

points lower than the 5.07 percent rate used in Dr. Had away's long-term

CAPM model. The yield on the 3-month U.S. Treasury Secondary Market

Rate stood at 2.14 percent which is 275 basis points lower than the 4.89

percent rate used in Dr. Had away's long-term CAPM model.

10

11

12

Did Dr. Had away use the same Value Line betas that you used in your

CAPM analysis?

13 Yes. However the average of Value Line's beta's for the electric utility

14

15

16

17

18

companies in our samples proxies have decreased since Dr. Had away

filed his direct testimony. The mean average of the Value Line betas used

by Dr. Hadaway is 0.91 as opposed to my average beta of 0.87 (the

elimination of Energy East Corporation and Puget Energy, Inc. from my

sample had no effect on my average beta).

19

20 What was the difference between Dr. Had away's market risk premiums

21

22

23

and your market risk premiums?

Dr. Hadaway used market risk premiums of 5.75 percent and 7.60 percent

for his respective long-term and short-term CAPM models. l used market

Q.

A.

Q.

A.

Q.

A.
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1

2

risk premiums of 7.72 percent and 9.62 percent in my respective CAPM

models using geometric and arithmetic means.

3

4 What would Dr. Hadaway's expected returns be if his CAPM models were

5 updated to include the aforementioned changes in Treasury yields and

6

7

average beta coefficients?

An update of Dr. Had away's CAPM models using current Treasury

8

9

10

11

12

13

14

15

instrument yields an average beta of 0.87 percent would produce

expected returns of 9.41 percent in his long-term model and 8.76 percent

in his short-term model. His average CAPM estimate would be 9.09

percent or 116 basis points lower than my 10.25 percent average

estimate. Dr. Hadaway's revised CAPM estimates would fall into the

same category as his traditional constant growth DCF estimate which he

ignored because it fell below the results produced by his other models

used to estimate TEP's cost of common equity.

16

17 How do these results compare to TEP's parent, UniSource, on a stand

18 alone basis?

19

20

21

22

A.

Q.

Q.

A. TEP's parent, UniSource, has a Value Line beta of 0.60 which is lower

than both the range (0.70 to 1.15) and the mean average (0.87) of the

betas included in my CAPM sample. What this means is that, in terms of

beta, UniSource is a lower investment risk than the twenty-six electric
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1

2

3

4

5

6

7

8

9

10

11

utilities that made up my CAPM sample which included all but two of the

companies in Dr. Hadaway's CAPM sample.

Using UniSource's 0.65 beta, the aforementioned current 4.40 percent

long-term and 2.14 percent short-term Treasury yields, and Dr. Hadaway's

long-term and short-term market risk premiums of 5.75 percent and 7.60

percent respectively produces expected returns of 7.85 percent (long-

term) and 6.70 percent (short-term) for UniSource on a stand-alone basis).

This is 246 to 511 basis points lower than the original expected returns

presented in Dr. Had away's direct testimony, and 156 to 206 basis points

lower than my 9.41 percent long-term and 8.76 percent short-term update

of Dr. Had away's CAPM results.

12

13

14

Did you perform a risk premium analysis similar to the one performed by

Dr. Hadaway?

No I did not.15

16

17 Final Cost of Equity Estimate

18 How did TEP arrive at the Company-proposed 10.75 percent cost of

19

20

21

equity capital?

The Company adopted the low end of Dr. Hadaway's recommended

10.75 to 11.75 range of cost of equity estimates.

22

A.

Q.

Q.

A.
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1 Does your silence on any of the issues, matters or findings addressed in

2 the testimony of Dr. Had away or any other witness for TEP constitute your

3 acceptance of their positions on such issues, matterslor findings?

4 No, it does not.

5

6 Does this conclude your testimony on TEP'?

7

A.

A.

Q.

Q.

Yes, it does.
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Qualifications of William A. Rigsby, CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination.

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 8.1999

Florida State University
Center for Professional Development 8. Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst v
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor ll and III
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor ll
Arizona Department of Revenue
Transaction Privilege l Corporate Income Tax Audit Units
Phoenix. Arizona
July 1991 .- October 1994
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Type of Proceeding

ICE Water Users Association U-2824-94-389 Original CC&N

Rate IncreaseRincon Water Company U-1723-95-122

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, Inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Company U-1676-96-161 Rate Increase

Pineview Land 81
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas utilities
Company - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth.
To Issue Stock

W-01651 A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. w-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceedinq

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Maraca Water Service, Inc. W-01493A-99-0398

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0_30 Financing

Sale of AssetsGTE California, Inc. T-01954B-99-0511

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company W-02113A-00-0233

W-01303A-00-0327

Reorganization

FinancingArizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227 Financing

T-03777A-00-0575

W-02074A-00-0482

Financing

WIFA Financing

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461 WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates, Inc. W-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate Increase/ACRMArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A-01-0165 Financing

Picacho Water Company W-03528A-01 -0169 Financing

W-03861A-01-0167 Financing

W-02025A-01 -0559 Rate Increase

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-0619 Rate Increase/ACRM
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceeding

Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A~03-0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

W-021 13A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0650 Rate Increase/ACRM

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase/ACRM

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water 81 Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-06-0014 Rate Increase

Arizona-American Water Company W-01303A-05-0718 Transaction Approval

UNS Gas, Inc. G-04204A-06-0463 Rate Increase

Arizona-American Water Company WS-01303A-06-0403 Rate Increase

Arizona-American Water Company ws-01303A-06-0491 Rate Increase

E-04204A-06-0783 Rate IncreaseUNS Electric, Inc.

Arizona-American Water Company W-01303A-07-0209 Rate Increase

4
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INDUSTRY TIMELINESS: 71 (of 97)

Composite Statistics: ELECTRIC UTILITY INDUSTRY
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COMPOSITE OPERATING STATISTICS! ELECTRIC UTILIW INDUSTRY

2004 2005 2006

+.3 +5.4 +1.3

1384 1568 1570

5.25 5.73 6.17

NA NA NA

NA NA NA

NA NA NA

+1.6 +1.2 + I 7

235 253 267

% Change Retail Sales (kph)

Average Induct. Use (mph)

Avg. Induct. Revs. per kph (¢)

Capacity at Peak (mw)

Peak Load, Summer (mw)

Annual Load Factor (%)

% Change Customers (yr.-end)

Fixed Charge Coverage (%)

Sources: Annual Reports; Estimates, Value Line; Edison Electric Institute

F e b r u a r y  8 ,  2 0 0 8 ELECTRIC UTILITY (WEST) INDUSTRY 1776

All of the major electric utilities located in the
western region of the United States are reviewed
in this Issue; eastern electrics, in Issue 1; and the
remaining utilities, in Issue 5.

U t i l i t i e s  h a v e  l o n g  h a d  a  r e p u t a t i o n  a s  a  s a f e
h a v e n  d u r i n g  d o w n t u r n s  i n  t h e  m a r k e t .  T h i s
h a s n ' t  b e e n  t h e  c a s e  i n  r e c e n t  w e e k s .

M or e  c om p a n i e s  a r e  a s k i n g  t h e  N u c l e a r  R e g u l a -
t o r y  C o m m i s s i o n  f o r  c o n s t r u c t i o n  a n d  o p e r a t i n g
l i c e n s e s  f or  n e w  n u c l e a r  u n i t s .

2002,  t h i s  d idn ' t  j us t  occur  due t o  an inc rease in  gener-
a t i n g  c a p a c i t y - a  s u d d e n  d e c l i n e  i n  e l e c t r i c  d e m a n d
f r o m  i n d u s t r i a l  u s e r s  w a s  a  f a c t o r  a s  w e l l .  W e  a r e n ' t
pred ic t i ng a  repeat  o f  what  happened s i x  years  ago,  but
th is  s i tuat ion bears  watching.  The s tocks  of  the three big
non regu l a t ed  power  s e l l e r s  m en t i oned  abov e  hav e  de -
c l i ned  rough l y  as  m uc h  as  t he  res t  o f  t he  group  s o  f a r
t h i s  y ea r .  F i na l l y ,  t he  weak nes s  i n  t he  ec onom y  c ou l d
af fec t  s ta te commiss ions '  wi i i i ngness  to  grant  ra te re l ie f
t o  u t i l i t i es  due t o  t he concern about  t he e f f ec t  o f  h igher
pr ices  on elec t r ic  cus tomers .

S i n c e  u t i l i t y  s t o c k s  h a v e  d e c l i n e d ,  s o m e  h a v e
b e c o m e  m o r e  a t t r a c t i v e .  B u t  o t h e r s  h a v e  m e r e l y
b e c om e  l e s s  ov e r v a l u e d .

N u c l e a r  U p d a t e

S o m e  S a f e  H a v e n

Our November indus t ry  repor t  d iscussed the poss ib i l~
t t y  o f  nuc l ea r  un i t  c ons t ruc t i on .  Las t  S ep t em ber ,  NRG
E nergy  bec am e  t he  f i r s t  c om pany  i n  29  y ea rs  t o  f i l e  a
reques t  for  a Cons t ruc t ion and Operat ing License (COL).
S inc e t hen,  Duk e Energy ,  Domin ion Res ourc es ,  and t he
Tennessee Val ley  Author i t y  have reques ted COLs .  Sev -
e ra l  o t he r  nuc l ea r  owners  p l an  t o  do  s o  i n  2008 .  E ac h
uni t  would cos t  many  bi l l ions  of  dol lars ,  and even before
a  s hov e l  ev e r  h i t s  t he  ground ,  t he  app l i c a t i on  p roc es s
i t s e l f  w i l l  c o s t  m a n y  m i l l i o n s  o f  d o l l a r s .  W e  r e i t e r a t e
that .  even i f  a  company  proceeds  wi th the COL process ,
t h i s  does n ' t  mean t ha t  a  new un i t  o r  un i t s  w i l l  be  bu i l t .

Ut i l i t y  s t oc k s  hav e l ong been k nown t o  a t t rac t  i nv es -
tors  for  t he i r  defens ive charac ter i s t i cs  in  t urbulent  mar-
k e t s .  T h i s  he l d  t r ue ,  f o r  a  wh i l e ,  i n  t he  rec en t  m a rk e t
t u r m o i l .  E v e n t u a l l y ,  h o w e v e r ,  e l e c t r i c  u t i l i t y  e q u i t i e s
"c augh t  up  w i t h "  t he  res t  o f  t he  mark e t .  Th i s  has  been
t h e  c a s e  e v e n  f o r  t h e  s t o c k s  o f  c o m p a n i e s  t h a t  h a v e
agreed to be taken over (Puget  Enel Energy  Eas t ,  and
Aqui la ) .  Ev en t he Fed 's  c u t  i n  i n t eres t  ra tes  d idn ' t  he lp
t hes e s t oc k s  a t  a l l .  The Va lue L ine Compos i t e  Av erage
a n d  t h e  V a l u e  L i n e  U t i l i t y  A v e r a ge  ( w h i c h  i n c l u d e s
s tocks  of  u t i l i t i es  bes ides  e lec t r i cs )  have each dec l ined
o v e r  5 %  s i n c e  t h e  s t a r t  o f  2 0 0 8 ,  a n d  t h e  V a l u e  L i n e
Ut i l i t y  Average has  ac tual ly  dec l ined a bi t  more than the
Compos i te Average.

I n v e s t m e n t  A d v i c e

What has caused the decline in this group? Perhaps it
was inevitable, given the high valuation of electric
utility equities. Many were fully valued or even overval-
ued after their sharp advances in 2006 and 2007. (Par-
ticularly strong were stocks of companies, such as Ex-
elon, Constellation Energy, and Public Service
Enterprise Group, that get more than half of their
profits from nonregulated activities and thus benefit
from high power prices.) Indeed, prior to their recent
decline, most electric utility issues were trading within
their 2010-2012 Target Price Ranges, and some are steel]
trading well within those ranges, even after the down-
turn. Other concerns are how the weakening economy
will affect the demand for electricity-and the prices for
power. When the power markets collapsed in 2001 and

Since the recent  pu l lback ,  t he average y ie ld  o f  t he 58
s t o c k s  i n  t h e  E l e c t r i c  U t i l i t y  I n d u s t r y  i s  n o w  3 . 9 % .
T h a t ' s  s t i l l  l o w ,  b y  h i s t o r i c a l  s t a n d a r d s ,  b u t  i s  h i gh e r
than the group's  average y ield for most  of  the pas t  two to
three years  (which has  usual l y  been 3.5% -3.6% ),  There
are some s tocks  of  sol id ut i l i t ies  that  now have y ie lds  of
n e a r l y  5 %  ( o r  h i gh e r )  a n d  o f f e r  go o d  d i v i d e n d - gr o w t h
potent ia l .  P innac le West ,  Progress  Energy ,  Duke Energy ,
A L L E T E ,  a n d  V e c t r e n  a r e  w o r t h  m e n t i o n i n g  i n  t h i s
regard .  The  s t oc k s  o f  CH E nergy ,  Grea t  P la i ns  E nergy ,
and Empi re Dis t r i c t  E lec t r i c  are y ie ld ing around 6% ,  but
that 's  part ly  because none of  these companies  has raised
t h e  d i v i d e n d  f o r  m a n y  y e a r s .  N o t  a l l  s t o c k s  w i t h  h i gh
y i e l ds  a re  rec om m ended ,  howev e r . H a w a i i a n  E l e c t r i c
I ndus t r i es h a s  o n e  o f  t h e  h i gh e s t  y i e l d s  o f  a n y  u t i l i t y
equi t y ,  but  we do not  adv ise i t s  purchase.

Pau]  E .  Debbas ,  CFA
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Composite Statistics: Electric Utility Industry
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All of the major utilities in the central United
States are reviewed in this Issue. Those serving
the western region may be found in Issue 11. The
eastern companies are covered in Issue 1.

Demand for power in the U.S. is rising at an
annual rate of 2%. That has resulted in steadily
reduced reserve margins and has induced many
companies to add generation in the past few years.
But utilities are not all using the same fuel sources
to meet their obligations. In this report, we dis-
cuss a few reasons for the differences.

of sales from renewable sources. This has stimulated
interest in wind power, whose growth has also been
driven by a federal production tax credit of 1.9 cents per
kilowatt-hour for electricity generated in the first 10
years of a project. The credits are available for systems
starting operation by the end of 2008. To beat the
deadline, many utilities are constructing wind-powered
plants to place them in service before the credit expires.
Once the units are in service, the credits are grandpa»
there. The leader in this field is FPL Group, which has
wind plants in 15 states and plans to add another 1,500
megawatts to 2,000 megawatts by 2012. It might be of
concern, however, that wind does not provide guaran-
teed steady output and should be supported by fossil-
fueled sources for reliability. Solar power is more pre-
dictable. Its one vari.able is cloud cover, which is not a
serious drawback in the Southwest. Twelve states have
explicit solar targets. New Mexico's is the largest, with a
requirement that 4% of generation come from solar by
2020. But to make this source more efficient, capital
costs must be streamlined, because they are currently
far more expensive than those of coal.

The Dilemma Facing Coal-fired Plants
The U.S. Environmental Protection Agency (EPA) and

many state regulatory bodies have taken a strong stand
against coal-fired units and are compelling companies to
spend large sums to reduce particulate emissions into
the atmosphere or close down the facilities. Florida
regulators have taken an even more drastic step, by
rejecting outright FPL Group's request to build a coal
plant because of high capital costs. This forces the
company to rely on additional gas-fired units that al-
ready account for a large percentage of its fuel mix. in
Nevada, a coalition of environmentalists and other par-
ties seeks to derail Sierra Pacific's plan for a new coal
plant because renewable resources and energy efficiency
programs would be less expensive. The company is
contesting the proposal. Still, other utilities have found
it economical to reduce emissions in order to keep
operating existing units. Vectren, for one, is investing
large sums in its jointly owned Warwick plant to comply
with EPA orders and is improving the efficiency of
scrubbers at two other units, rather than looking else-
where for new energy sources. A./Iiant Energy, for an-
other, is seeking commission approval to add a circulat-
ing fluidized coal-fired bed unit, employing a
commercially demonstrated clean~coal technology. in
addition to reducing toxic emissions, the plant would not
only improve import capability but would allow diverse
fuel supplies in the boiler.

The Nuclear Option
Unlike coal-fired plants, nuclear generators pose no

environmental concern. Too, the cost of nuclear fuel
compares favorably with fossil fuel. Only hydroelectric
power is less expensive. Given these pluses, numerous
nuclear plant owners have filed for extensions of their
operating licenses and are seeking site locations for new
units. Among those to do so are Echelon, Energy, and
Progress Energy, all three of which are owners of several
units. But no new plant will be built until a permanent
repository for nuclear waste is serviceable. And the
timing of that is still undetermined.

Renewable Energy
This source of power includes geothermal, wind, bio~

mass, and solar energy. In 2006. it stood at 7% of total
national output. It continues to expand because of high
oil and natural gas prices and concern over global
warming. To date, some 25 states have enacted legisla-
tion requiring utilities to generate a specific percentage

Investment Advice
The industry's Timeliness rank continues to lag that of

most sectors we follow. On the plus side, the average
year-ahead yield is almost double that of all dividend-
paying companies in the Value Linesurvey. But a note of
caution: Many of these utilities are already trading
within their 3- to 5~year Target Price Range.

Arthur H A/Iedalie

W# 2007. Value Line Publishing. Inc. All rills reserved. Factual marena is obtained from sources believed m be reliable and is provided wishful warranties of any land.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS . . Nm pan I
of it may be reproduced, resold, stored of transmK\ed in any printed, eleclrcnic of cher rum, service nr prudurn.

HEREIN. This publication is strictly Inf 5ubscrit>er's own, non-comrrnercual. Internal use.
at used inf gvnfaraling at marketing any printed nr dectromc publication,



INDUSTRY TIMELINESS: 69 (of 98)

COMPOSITE OPERATING STATISTICS: ELECTRIC uTlLITv INDUSTRY
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Composite Statistics: Electric Utility industry
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gr a t i f i c a t i o n  m a y  w a n t  t o  c h e c k  o u t Progres s  Energy .
T h e  N o r t h  C a r o l i n a - b a s e d  u t i l i t y  s p o r t s  t h e  g r o u p ' s
f a t t e s t  p a y o u t (y ield: 5.2% ). T h a t  s a i d , i nc ome-
d is t r ibut ion inc reases  are l i ke ly  t o  be fa i r l y  modes t  over
the nex t  t h ree t o  f i ve  years ,

A l l  o f  t h e  m a j o r  u t i l i t i e s  i n  t h e  e a s t e r n  r e g i o n  o f
t h e  U n i t e d  S t a t e s  a r e  r e v i e w e d  i n  t h i s  I s s u e .  T h o s e
s e r v i n g  t h e  c e n t r a l  r e g i o n  w i l l  b e  f o u n d  i n  I s s u e  5 .
A l l  o f  t h e  w e s t e r n  c o m p a n i e s  a r e  c o v e r e d  i n  I s s u e
11.

T h e  E l e c t r i c  U t i l i t i e s  ( E a s t )  h a v e  g i v e n  i n v e s t o r s
r e a s o n  t o  s m i l e ,  h a v i n g  r e g i s t e r e d  s t r o n g  s h a r e -
p r i c e  p e r f o r m a n c e  i n  t h e  t h r e e  m o n t h s  s i n c e  o u r
l a s t  r e v i e w .  L e d b y  C o n s t e l l a t i o n  E n e r g y (up 19% ) ,
g a i n e r s  o u t n u m b e r e d  l o s e r s  1 9  t o  2 .  S t r o n g  e a r n -
i n g s ,  d r i v e n  b y  t h e  B a l t i m o r e  u t i l i t y ' s  n o n r e g u -
l a t e d  p o w e r  o p e r a t i o n s  ( g e n e r a t i o n ,  m a r k e t i n g ) ,
h a s  n o t  g o n e  u n n o t i c e d  b y  i n v e s t o r s . C e n t r a l  V e r -
m o n t  P u b l i c  S e r v i c e , m e a n w h i l e ,  w a s  t h e  l a g g a r d
o f  t h e  g r o u p  ( d o w n  H Z % ) .

A Downer

Safe Haven

Cent ro ]  V ermont  P ub l i c  S erv i c e h a s  t h e  i gn o m i n i o u s
d i s t i nc t i on  as  t he  group ' s  weak es t  per f o rmer .  Shares  o f
t he Green Mounta in  s ta te 's  larges t  power  company  have
s o l d  o f f  22%  s i nc e  ou r  l as t  rev i ew.  Com para t i v e l y ,  t he
b e n c h m a r k  S & P  5 0 0  I n d e x  i s  r e l a t i v e l y  u n c h a n g e d .
C V P S i s  s mal l  (mark e t  c ap i t a l i z a t i on :  $300 m i l l i on)  and
has  re la t i ve ly  f ew shares  out s tand ing.  Recent  se l l i ng by
CVPS 's l a rges t  i nv es t o r ,  Cha r l es t on  i ndus t r i a l i s t  J e r r y
Z u c k e r ,  h a s  p r e s s u r e d  s h a r e s  a n d  q u i e t e d  t a k e o v e r
speculat ion,With recent interest rate cuts, investors have bid up

utility stocks, driving down risk-adjusted yield premi-
ums in the process. Recent volatility in the stock market
likely also has given the group a lift, as investors seek
out "safe havens". That said, a majority of these stocks
are now trading within our three- to five-year Target
Price Ranges. This suggests that future returns will
mainly come from dividends.

O d d s  a n d  E n d s

G ood  Y i e l d s

I n v e s t o r s  s h o u l d  i n c r e a s i n g l y  p a y  a t t e n t i o n  t o  t h e
f u e l s  t h a t  u t i l i t i e s  u s e  t o  g e n e r a t e  p o w e r .  L o o m i n g
regulat ions  govern ing the emiss ion of  greenhouse gases
s ugges t  t ha t  u t i l i t i es  w i t h  c l ean  c a rbon  p ro f i l es  w i l l  be
c o m p e t i t i v e l y  a d v a n t a ge d ,  A c c e s s  t o  l o w - c o s t  f u e l s ,
meanwhi le,  i s  more dear these days ,  given,  for  example,
t h e  h i gh  p r i c e  o f  c r u d e  o i l .  T h a t  s a i d ,  h i gh  f u e l  a n d
po l l u t i on  c on t ro l  c os t s  a re  o f t en  rec ov e rab l e ,  t y p i c a l l y
v ia  ra te  h i k es .

I n v e s t m e n t  A d v i c e

Among the positive attributes that investors should look
for when seeking an attractive utility are an economi-
cally healthy local service territory (such as those in the
Southeast), a large customer base, good management-
regulator relations, access to low-cost power generation
(coal, nuclear), and ample fixed~charge coverage. As
always, we recommend that investors read each report
carefully before making any decisions.

C o n s e r v a t i v e  i n c o m e - o r i e n t e d  i n v e s t o r s  m a y  f i n d
w h a t  t h e y ' r e  l o o k i n g  f o r  i n  t h e  E l e c t r i c  U t i l i t y  ( E a s t )
gr o u p .  T h e  gr o u p ' s  m e d i a n  d i v i d e n d  y i e l d ,  a t  3 8 % ,  i s
doub l e  t ha t o f  t he  V a lue  L i ne Compos i t e  I ndex .  What ' s
more,  a good majori ty  of  the s tocks  rank in the top doc i le
f o r  P r i c e  S t ab i l i t y .  A l l en t own,  Penns y l v an ia-bas ed PPL
Corpora t i on  i s  an  i n t eres t i ng,  and perhaps  not  s o  obv i -
ous ,  inves tment  play  here.  The s tock  is  current ly  t rading
at  a  re l a t i v e  p r i c ey  18  t imes  earn ings  and t he  d i v i dend
y i e l d  i s  a  f a i r l y  m odes t  2 . 7%  S t i l l ,  m ed i an  t o t a l  re t u rn
p o t e n t i a l  o u t  t o  2 0 1 0 - 2 0 1 2  r a n k s  a m o n g t h e  h i gh e s t
w i t h i n  t h e  g r o u p .  I n  P e n n s y l v a n i a ,  P P L  w i l l  m a k e  a
t rans i t i on  t o  h i gher  mark e t -bas ed  e l ec t r i c i t y  ra t es ,  be -
gi nn i ng i n  2010 .  The  c hange  s hou ld  rea l l y  boos t P P L ' s
earnings and give i t  the f inanc ial  wherewi thal  to aggress»
l i vely  inc rease i t s  div idend payout .  Indeed,  we' re look ing
f o r  t h e  a n n u a l  p a y o u t  t o  r e a c h  $ 2 2 0  a  s h a r e  o v e r  t h e
2010-2012 hor i z on .  That ' s  80%  h igher  t han t he  c ur ren t
annua l i z ed  ra t e .

Nils C. Vim Lies

I n v e s t o r s  t h a t  a r e  m o r e  i n c l i n e d  t o w a r d s  i n s t a n t
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ALLETE, in its current configuration, began
trading on September 21, 2004, the day
after it spun off its automotive services busi-
ness, ADESA (NYSE: KAR), to shareholder
ere and effected a t-for-3 reverse stock
split. ALLETE shareholders received one
share of ADESA for each ALLETE share
held. Data for the "old" ALLETE are not
shown because they are not comparable.
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. 4 1

. 3 1 5

. As a

. 4 1

. 3 1 5

. 3 6 3

. 4 1

. 3 0

. 3 6 3

. 4 1

. 3 0

1 , 2 5

1 . 4 5

a
I \ I  | Ivs

I
I I

1997 1998 1999 2000 2001 2002 2003 2004 2005
2 5 . 3 0

2 . 9 7

1 3 5

3 0

2 4 . 5 0

3 . 8 5

2 4 8

1 2 5

2 1 2

2 1 . 2 3

1 . 9 5

2 0 . 0 3

2 9 7 0 3 0 . 1 0

2 5 . 2

1 .3 3

.9%

1 7 . 9

9 5

2 .8 %

7 5 1 4

3 B 5

7 3 7 .4

6 8 . 0

3 B 8 %

1,8%

2 8 4 %

4 %

3 8 .2 %

e 1 e %

3 9 1 %

8 0 9 %

1 0 2 0 ]

B8 3 .1

9 9 0 . 5

8 6 0 . 4

5 .1 %

6 1 %

B.1%

8 0 %

1 1 3 %

1 1 . 3 %

2006
2 5 . 2 3

4 1 4

2 . 7 7

1 .4 5

3 . 3 7

2 1 . 9 0

3 0 . 4 0

1 6 . 5

. 9 0

3.2%

7 6 7 . 1

7 7 , 3

3 7 5 %

.B%

3 5 1 %

64.9%

1 0 2 5 .8

9 2 1 5

8 .6 %

11.6%

1 1 5 %

2007 2008 ©  VAL UE L INE PUB.  INC

2 6 . 6 0

4 . 4 0

3 . 0 0

1 .6 4

2 6 . 7 0

4 . 2 0

2 . 7 0

1 . 6 8

Re v e n u e s  p e r  s h

" Ca s h F l o w "  p e r s h

Ea rn in g s  p e r  s h  A

Di v 'd De c I ' d  p e r  s h  s l t

2 9 . 0 0

5 . 5 0

3 . 5 0

1 . 8 0

s . s 0

2 3 . 3 5

8 . 8 0

2 4 . 4 0

Ca p ' l  Sp e n d in g  p e r  s h

B o o k  V a l u e  p e r c h  c

5 . 5 0

2 8 . 7 5

3 0 . 8 5 3 1 . 3 0 C o m m o n  S h s O u t s t ' g  n 3 2 . 5 0

Bold fig

Value

destin

re s  a re
Line
Ares

Av g  An n ' l  P IE  R a t i o

Re l a t i v e  PIE Ra t i o

Av g  An n ' l  Div 'd  Yie ld

1 6 . 0

1 .0 5

3 .2 %

8 2 0

8 5 , 0

B3 5

7 5 . 0

Re v e n u e s  ( $ mi I I )

Ne t  Pr o f i t  ( $ mi l l )

9 4 5

1 0 0

3 4 .5 %

4 . 0 %

3 8 .5 %

3 .0 %

I n c o me  T a x  Ra t e

A F U D C  % t o  Ne !  Pr o f i t

3 8 .5 %

3 .0 %

3 9 .5 %

50.5%

4 5 .0 %

5 5 .0 %

L o n g - T e r m De b t  Ra t i o

C o m m o n  E q u i t y  R a t i o

4 5 .5 %

5 4 .5 %

1 1 9 0

1 0 5 0

1 3 8 5

1 2 7 5

T o t a l  Ca p i t a l  ( $ mi l l )

Ne t  P l a n t  ( $ mi l l )

1 7 0 0

1 7 2 5

8.0%

11.5%

1 1 . 5 %

6.5%

1 0 0 %

1 0 . 0 %

Rel  um on  To ta l  Cap ' l

R e c u r  o n  S h r .  E q u i t y

Re t u r n o n  Co m Eq u i t y  E

7.0%

10.5%

10.5%

4 1 %

2 3 %

5 .2 %

5 4 %

5 0 %

5 7 %

4 .5 %

6 0 %

3 .0 %

68%

R e t a i n e d  t o  C o m  E t

A l l  D i v ' d s  t o  Ne !  Pr o f

4 .5 %

5 6 %

s o n  i n  F l o r i d a .  D i s c o n t i n u e d  w a t e r - u t i l i t y  o p s .  i n  ' 0 1 S p u n  o f f

a u t o m o t i v e  r e m a r k e d i n g  o p s .  ( A D E S A )  i n  ' 0 4 ,  G e n e r a t i n g  s o u r c e s ,

' D O :  c o a l  &  l i g n i t e ,  6 6 % ;  h y d r o ,  2 % ;  p u r c h a s e d ,  3 2 % .  ' O B  d e p r e s s .

r a t e :  1 . 8 % .  H a s  1 , 5 0 0  e m p l o y e e s .  C h a i r m a n ,  P r e s i d e n t  8 .  C E O :
D o n a l d  J .  S h i p p a r .  I n c . :  M N  A d d r e s s t  3 0  W e s t  S u p e r i o r  S t . ,  D u l u t h ,

M N  5 5 8 0 2 - 2 0 9 3 .  T e l . :  2 1 8 - 2 7 9 - 5 0 0 0 .  In t e r n e t  w w w . a l l e t e . c o m .

B U S I N E S S : A L L E T E ,  i n c .  i s  t h e  p a r e n t  c o m p a n y  a l  M i n n e s o t a

P o w e r ,  w h i c h  s u p p l i e s  e l e c t r i c i t y  t o  1 4 1 , 0 0 0  c u s t o m e r s  i n  n o r t h -

e a s t e m  M i n n . ,  a n d  S u p e r i o r  W a t e r ,  L i g h t  &  P o w e r  i n  n o r t h w e s t e r

W i s c .  E l e c t r i c  r e v e n u e  m i x ,  ' 0 6 :  t a c o n i t e  m i n i n g / p r o c e s s i n g ,  2 9 % ,

p a p e r l w o o d  p r o d u c t s ,  1 1 % ,  o t h e r  i n d u s t r i a l , 7 A ;  r e s i d e n t i a l ,  1 3 % '

c o m m e r c i a l ,  1 4 ° / ;  w h o l e s a l e  &  o t h e r ,  2 6 % .  H a s  r e a l  e s t a t e  o p e r a -

e s t a t e  o p e r a t i o n  h a s  n o  d e b t .  B u t  i t  m a y
w e l l  t a k e  a  f e w  y e a r s  t o  r e t u r n  t o  t h e  p r o f -
i t  l e v e l  o f  2 0 0 5 .
T h e  r e s t  o f  A L L E T E ' s  o p e r a t i o n s  a r e
p e r f o r m i n g  w e l l . M i n n e s o t a  P o w e r  i s
s o l i d ,  a n d  i s  b e n e f i t i n g  f r o m  s t r o n g  d e -
m a n d  f r o m  i t s  l a r g e l y  i n d u s t r i a l  c u s t o m e r
b a s e ,  T h e  u t i l i t y  i s  a b o u t  t o  f i l e  a  w h o l e -
s a l e  r a t e  c a s e  w i t h  t h e  F e d e r a l  E n e r g y
R e g u l a t o r y  C o m m i s s i o n  a n d  w i l l  f i l e  a  r e -
t a i l  r a t e  c a s e  i n  M i n n e s o t a  i n  m i d - 2 0 0 8 .
M i n n e s o t a  P o w e r  a l s o  b e n e f i t s  f r o m  a  r e g -
u l a t o r y  m e c h a n i s m  t h a t  e n a b l e s  i t  t o  r e -
c o v e r  e n v i r o n m e n t a l  c a p i t a l  e x p e n d i t u r e s
t h r o u g h  a  r a t e  r i d e r ,  i n  a d v a n c e  o f  f i l i n g  a
g e n e r a l  r a t e  c a s e .  T h a t ' s  i m p o r t a n t  b e -
c a u s e  a  $ 2 6 0  m i l l i o n  e n v i r o n m e n t a l  s p e n d -
i n g  p r o g r a m  w i l l  c o n c l u d e  i n  2 0 0 9 .  F i n a l l y ,
A L L E T E  i s  e a r n i n g  a  h e a l t h y  r e t u r n  o f
o v e r  1 1 %  o n  i t s  $ 8 5  m i l l i o n  e q u i t y  i n v e s t -
m e n t  i n  A m e r i c a n  T r a n s m i s s i o n  C o m p a n y .
T h i s  s t o c k  o f f e r s  a n  a t t r a c t i v e y i e l d .
I n  f a c t ,  w e ' r e  e s t i m a t i n g  a  d i v i d e n d  i n -
c r e a s e  i n  2 0 0 8 ,  d e s p i t e  t h e  e x p e c t e d  e a r n -
i n g s  d e c l i n e .  W e ' v e  l o w e r e d  o u r  s i g h t s  f o r
t h e  2 0 1 0 - 2 0 1 2  p e r i o d ,  b u t  t o t a l - r e t u r n  p o -
t e n t i a l  o v e r  t h a t  t i m e  i s  s t i l l  w o r t h w h i l e .
P a u l E .  D e b b a s ,  C F A D e c e m b e r  2 8 ,  2 0 0 7

T h e  d i f f i c u l t  m a r k e t  c o n d i t i o n s  i n
F l o r i d a  a r e  h u r t i n g  A L L E T E ' s  r e a l e s -
t a t e  o p e r a t i o n . A L L E T E  o w n s  l a n d  t h e r e
t h a t  i t  a d d s  v a l u e  t o  t h r o u g h  i n f r a s t r u c -
t u r e  d e v e l o p m e n t  a n d  e n h a n c e m e n t s ,  a n d
t h e n  s e l l s  t o  d e v e l o p e r s .  T h i s  h a s  b e e n
l u c r a t i v e  f o r  t h e  c o m p a n y ,  a n d  u n t i l
s e v e r a l  m o n t h s  a g o ,  i t  h a d n ' t  f e l t  t h e  e f -
f e c t s  o f  t h e  w e a k  m a r k e t  i n  F l o r i d a .  N o w ,
h o w e v e r ,  s o m e  s a l e s  t h a t  w e r e  e x p e c t e d  t o
c l o s e  i n  2 0 0 7  h a v e  b e e n  d e l a y e d  o r  c a n -
c e l e d .  A c c o r d i n g l y ,  A L L E T E  f o r e c a s t s  t h a t
i t s  n e t  i n c o m e  f r o m  r e a l  e s t a t e  i n  2 0 0 8  w i l l
f a l l  s h o r t  o f  t h e  $ 1 6  m i l l i o n - $ 1 8  m i l l i o n  i t
w i l l  p r o b a b l y  e a r n  i n  2 0 0 7  ( c o m p a r e d  w i t h
$ 2 2 . 8  m i l l i o n  i n  2 0 0 6 ) .  T h u s ,  w e h a v e
s l a s h e d  o u r  2 0 0 8  s h a r e - e a r n i n g s e s t i -
m a t e  b y  $ 0 . 5 0 , t o  $ 2 . 7 0 .  T h a t ' s  t h e  l o w
e n d  o f  t h e  c o m p a n y ' s  t a r g e t e d  r a n g e  o f
$ 2 . 7 0 - $ 2 . 9 0 .  W e  h a v e  a l s o  t r i m m e d  o u r
2 0 0 7  e s t i m a t e  b y  $ 0 . 0 5 ,  t o  t h e  l o w  e n d  o f
A L L E T E ' s  g u i d a n c e  o f  $ 3 . 0 0 - $ 3 . 0 5 .
A L L E T E h a s  t h e  w h e r e w i t h ]  t o  r i d e
o u t  t h e  d i f f i c u l t  c o n d i t i o n s  i n  F l o r i d a .
I m p a i r m e n t  c h a r g e s  a r e n ' t  a  c o n c e r n ,  a s
t h e  m a r k e t  v a l u e  o f  i t s  l a n d  i s  s t i l l  w e l l
a b o v e  i t s  b o o k  v a l u e  o f  $ 5 9  m i l l i o n  a s  o f
S e p t e m b e r  3 0 t h .  A l s o ,  t h e  c o m p a n y ' s  r e a l

Target Price Range
2010 2012

120
100
80
64

pa

32

24
20
16

12

I ' l l
Hll l

HIII
».0.12

N M F
N MF

( A )  D i l u t e d  EPS.  Exc l .  n o r  r e c .  g a i n  ( l o s s ) :  T J 4 ,
2 ¢  n e t ,  ' 0 5 ,  ( $ 1 . 8 4 ) , a i r  ( l o s s e s )  o n  d i s c o n t i n -
u e d  o p e r a t i o n s :  ' 0 4 , 8 2 . 5 7 ,  ' 0 5 ,  ( 1 6 ¢ ) ,  ' 0 6 ,  ( 2 ¢ ) ,
l o s s  f r o m  a c c o u n t i n g  c h a n g e :  ' 0 4 ,  2 7 ¢ .  N e x t
9 2007, Value Line Publishing Inc, All  r ights resewed.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERR
Rf it may be reproduced, resold. stored or transmitted in any
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ALLIANT ENERGY NYSE-LNT
RECENT
PRICE 41.70 PIE

RATIO 16_0(8::J:"s§1313)
REIATIVE

PIE RATIO 0.95 DIV D
YLD 3.5% VALUE

LINE
32.4
25.2

37.8
25.8

33.2
27.5

31.0
14.3

25.1
15.0

28.8
235

30.6
25.6

40.0
27.5

46.5
34.9

High :
Low:

32.9
27.5

344
26.84

2
TIMELINESS Lowered11110/06

S A F E T Y Raised9!2BIOll

T E C H N I C A L 4 Lowered 12I14l07

BET A . 8 0  ( 1 . 0 0 =M a r k e t )

2 0 1 0 - 1 2  P R O J E C T I O N S
An n 'I  T o ta l

Pr i c e Ga i n Re t u r n
5 0 ( 4 - 2 0 % 8 %
4 0 ( - 5 % 2 %

H` hLg,
I n s i d e r  D e c i s i o n s

F M A M J J A S O
0 0 0 0 0 0 0 0 0
8 1 1 4 2 2 0 0 0
7 2 2 4 2 2 0 0 0

to Buy
Options
lo Sell

Lr: *

IIs |

l

2 0 1 1
LEGENDS .

0:94 x Dividends p sh
divide.d brjmerest Rate

. Relative Ice Strength
O§\Ions: Vas .

haded area inWcales recession
v [pl I.Iaidh a¢

r
11111) 'I " ' u *  ' u  . I l11" INII i q I  1 |  | " | Lu i l l  11 u  \|  I 11ni11l»n1 m l  " i t '

|

•

I I
4 •01

11
I lI

•11 »- l l

1 yr.
3 yr,
5 yr.

%TOT. RETURN 11/01
VL ARITH.

INDEX
3 . 0

3 1 . 3
1 0 7 5

THIS
STOCK

1 0 2
89.0

210.5

I  I 11 I

II

I n s t i t u t i o n a l  D e c i s i o n s

1Q2007 202007 3Q2007
Io Buy 1 3 5 1 0 2 9 2
1 o &l l 1 2 0 1 3 8 1 4 6
Hld 's (000)  69556 6 3 9 8 1 6 2 6 4 2

1 2
8
4

P e r c e n t
s h a r e s
t r a d e d

Al l i a n t  E n e r g y,  f o r me r l y c a l l e d  I n t e r s t a t e  E n -
e r g y  C o r p o r a t i o n ,  w a s  f o r m e d  o n  A p r i l  2 1 ,
1 9 9 8  t h r o u g h  t h e  m e r g e r  o f  W P L  H o l d i n g s ,
I T S  I n d u s t r i e s ,  a n d  i n t e r s t a t e  P o w e r .  W P L
s t o c k h o l d e r s  r e c e i v e d  o n e  s h a r e  o f  I n t e r -
s t a t e  E n e r g y s t o c k  f o r  e a c h  W P L  s h a r e ,  I T S
s t o c k h o l d e r s  r e c e i ve d  1 . 1 4  I n t e r s t a t e  E n e r -
g y s h a r e s  f o r  e a c h  I T S  s h a r e ,  a n d  I n t e r s t a t e
P o w e r  s t o c k h o l d e r s  r e c e i ve d  1 . 1 1  I n t e r s t a t e
E n e r g y  s h a r e s  f o r  e a c h  I n t e r s t a t e  P o w e r
s h a r e .  D a t a  p r i o r  t o  1 9 9 8  a r e  f o r  W P L  H o l d -
i n g s  o n l y  a n d  a r e  n o t  c o m p a r a b l e  w i t h  A l -

l i a n t  E n e r g y d a t a .

C A P I T A L S T R U C T U R E a s  o f  9 1 3 0 / 0 7
T o t a l  D e b t  $ 1 7 5 4 9  m i l l .  D u e  i n  5  Y r s  $ 8 2 0 . 0  m i l l .
L T  D e b !  $ 1 5 9 3 3  m m . L T I n t e r e s t $ 1 3 6 . 8  m i l l .

( L T  i n t e r e s t  e a r n e d :  5 . 3 x)
P e n s i o n A s s e t s - 1 2 / 0 6 $ 7 3 8 . 1  m i l l .  O b l i g .  $ 8 6 6 . 0

mi l l .
P f d  S t o c k  $ 2 4 3 . 8  m i l l . P f d  D i v ' d  $ 1 8 . 7  m i l l .
4 4 9 , 7 6 5  S h s .  $ 1 0 0  P a r .  8 , 1 9 9 , 4 6 0  s h e .  $ 2 5  p a r ,

1 , 1 2 7  7 8 7  s h e .  $ 5 0  p a r .

C o m m o n S t o c k 1 1 0 , 3 1 5 , 5 6 5 s h e .  a s o f 1 0 / 3 1 / 0 7
M A R K E T C A P : $ 4 . 6 b i l l i o n ( M i d C a p )
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1 9 9 7 1998 1999 2000 2001 2002 2003 2004 2005
29.86

5.60
1.90
2 n d

2 7 . 4 5

4 . 8 5

1 . 2 6

2 . 0 0

2 7 . 8 3

5 . 7 1

2 . 1 9

2 0 0

3 0 .4 4

8 . 5 7

2 . 4 7

2 . 0 0

3 0 . 9 7

5 . 8 2

2 . 4 2

2 . 0 0

2 8 2 6

4 . 5 2

1 1 8

2 . 0 0

2 8 . 1 9

4 . 1 9

1 .5 7

1 0 0

2 5 5 6

4 . 6 9

1 . 8 5

1 . 0 2

2 8 . 0 2

5 . 4 5

2 . 2 1

1 . 0 5

4.10
19.73

4 . 7 9

2 0 . 6 9

6 . 0 6

2 7 . 2 9

1 3 . 5 0

2 5 . 7 9

9 . 1 3

2 1 . 3 9

7 . 1 2

19.B3

7 .B9

2 1 3 7

5 5 5

2 2 . 1 3

4 , b 1

2 0 . 8 5

30.79 7 7 . 6 3 7 8 . 9 8 7 9 . 0 1 8 9 . 6 8 9 2 . 3 0 1 1 0 . 9 6 1 1 5 ,7 4

15.0
.86

7.0%

2 5 . 1

1 .3 1

6 .3 %

1 3 . 0

.74

7.0%

1 1 .8

.77

6 .9 %

1 2 . 6

. 6 5

6 .6 %

1 9 . 9

w e

8 5 %

1 2 .7

. 7 2

510%

1 4 .0

.7 4

3 .9 %

12.5
.87

3.8%

919.3
6415

2 1 3 0 . 9

1 0 3 . 4

2 1 9 8 .0

1 7 8 .2

240500

2 0 3 . 1

2 7 7 7 . 3

1 9 4 . 9

260B.B

1 1 3 .1

3 1 2 8 1

1 7 8 . 6

2 9 5 B. 7

2 2 9 . 5

3 2 7 9 5

3 3 7 . 8

30.8%

4 .3 %

3 6 0 %

6 .6 %

4 0 .3 %

4 .1 %

5 4 .0 %

4 .3 %

2 3 .5 %

5 .7 %

24.2%

6.8%

2B.9%

11,7%

2 6 .7 %

8.1 %

19 .0%

3 .0 %

4 0 .7 %

5 4 .0 %

4 7 .3 %

4 9 . 2 %

39.6%

57.4%

4 7 .0 %

5 0 2 %

5 4 .7 %

4 2 . 7 %

58.4%

3 9 2 %

4 4 .8 %

5 0 0 %

4 5 .0 %

5 0 .2 %

4 1 .6 %

5 3 .1 %

1 1 2 5 .1

1 2 4 4 . 8

3 2 6 2 .9

3 1 0 1 J

3 7 5 6 .0

3 4 8 6 .0

4 0 6 1 . 4

3 7 1 9 .3

4 4 9 0 . 2

3 8 6 2 .8

4 6 7 9 .1

3 7 2 9 .2

4 7 3 8 .4

4 4 3 2 6

5 1 0 4 ]

5 2 8 4 6

4 5 9 9 .1

4 B6 S.2

7 .4 %

9 .7 %

10.1%

4 9 %

6 .0 %

6 .0 %

6.1%

7.9%

8.0%

6.6%

9.4%

9.5%

6 .2 %

9 .6 %

9 .8 %

4 .1 %

5.5%

5 8 %

5 7 %

6.B%

6.7%

8.1 v.

B.2%

B.2%

8 .9 %

1 2 8 %

13.1%

IIII I II I
2007 2008 © VAL UE L INE PUB. ,  INC 1 0 - 1 2

3 2 . 1 0

5 . 3 5

2 . 6 0

1 , 2 7

3 3 . 2 5

5 . 6 0

2 . 6 5

1 . 4 0

Re v e n u e s  p e r  s h

"Ca s h  F l o w" p e r  s h

Ea r n i n g s  p e r  s h  A

Di v 'd  De c l 'd  p e r  s h  B | t

3 6 . 9 5

6 . 6 5

2 . 8 5

1 . 7 0

».4

22.40

I1  . 0

2 3 . 8 0

a p ' I  p e n d i n g  p e r  s h

Bo o k  Va l u e  p e r  s h  c

4 . 5 0

2 7 . 5 0

I I I . H1 Icommon h s utst'g 1 1 1 . 0 0

Bold F19
Value
esl in

res are

Line

Ares

k g n n ' I  P l t  R a t l o

Re l a t i v e  P IE Ra t i o

Av g  An n ' l  D i v ' d  Y i e l d

16.0
1.05

3.8%

3 4 4 0

3 1 0

3 5 9 0

3 0 5

Revenues ($miII)
Net Profit ($mill)

4 1 0 0

3 3 5

3 6 . 0 %

3 .0 %

3 6 . 0 %

3 . 0 %

I n c o me T a x Ra t e

A F U D C  % t o  Ne t P r o f i t

36 .0%

3.0%

3 8 .0 %

5 6 .0 %

4 0 . 5 %

5 4 .0 %

L o n g - T e r m De b t  Ra t i o

Co mmo n  Eq u i t y  Ra t i o

4 4 .5 %

51.5%

4 2 7 0

5 2 4 0

4 7 4 0

6 0 0 5

Total Capital ($mill)
Net Plant ($mill)

5 9 2 5

6 3 4 5

9 .0 %

11.5%

1 2 . 0 %

8 .0 %

11.0%

1 1 0 %

Re t u r n  o n  T o t a l  Ca p ' l

Re t u r n  o n  Sh r ,  Eq u i t y

R e c u r  o n  C o m  E q u i t y  E

7 . 5 %

1 0 . 0 %

10.5%

2006
2 8 9 3

4 3 3

2 0 6

1 1 5

3 . 4 2

2 2 . 8 3

11 1 . 1

15.8
.91

3.3%

3359.4

2 6 0 . 1

4 3 .8 %

3.1%

31.4%

62.9%

4 2 1 8 .4

4 8 4 4 .9

7.5%

9 0 %

9.1 %

1 0 0 % N M F 92%

. a

B1% 8 5 %

1vlv1'

NMF

LD /o

57%

J6 l7u

5 8 %

51 /u
42%

4 0 %

59%

6 .0 %

5 2 %

5 .0 %

5 6 %

R e t a i n e d  t o  C o m  E t

A l l  D i v ' d s  t o  Ne !  P r o f

4 .0 %

52%

2 0 0 6
-1 .7

4 1 8 0
5. 96

4 9 8 5
5 9 8 7
52 . 0
+1 .e

ELECTRIC OPERATING STATISTICS
2 0 0 4 2 0 0 5

+ . 3 + 4 . 6
4 3 2 0 4 2 1 5
4.84 5. 26

5 7 3 7 5 4 4 6
5644 5 9 3 2
4 8 . 5 55 . 6
+1 .1 +1 .s

I»§I8'Qr8.R18"§I a IKWHI
Avg Indus. Revs. per IIWH (¢)
CapacHy at Peak (Mw
Peak Load, Summer w)

8 Load Fad of( ,

u Ange Cusmners -end]

o t h e r ,  5 % .  F u e l  s o u r c e s ,  'OSL  c o a l  &  g a s ,  5 7 %  n u c l e a r ,  1 ° /  ,  p o r c h . ,
4 2 % .  F u e l  c o s t s :  5 4 / u  o f  r e v s .  ' 0 6  d e p r e s s .  r a t e :  2 . B  A .  E s t ' d  p l a n t

a g e :  1 0  y r s .  H a s  5 , 1 5 1  e m p l o y . ,  C h e m . :  E r r o l l  B .  D a v i s ,  J r .  P r e s .  &

C E O :  W i l l i a m  D .  H a r v e y .  I n c . :  W I .  A d d r e s s t  4 9 0 2  N .  B i l t m o r e  L a n e ,

P . O ,  B o x  7 7 0 0 7 ,  M a d i s o n ,  W I  5 3 7 0 7 - 1 0 0 7 .  T e l . :  5 0 B - 4 5 B » 3 3 9 1 .  l n ~
t e n e t ;  w w w . a l l i a r i t - e n e r g y . c o m .

B U S I N E S S : A l l i a n t  E n e r g y ,  f o r m e r l y  n a m e d  In t e r s t a t e  E n e r g y ,  i s  a

h o l d i n g  c o m p a n y  f o r m e d  t h r o u g h  t h e  m e r g e r  o f  W P L  H o l d i n g s ,  I T S

In d u s t r i e s ,  a n d  In t e r s t a t e  Po w e r .  Su p p l i e s  e l e c t .  ( 7 3 %  o f  r e v s . )  g a s

( 1 9 % ) ,  a n d  o t h e r  s e r v i c e s  ( 8 % )  i n  W i s c o n s i n ,  Io w a ,  M i n n e s o t a ,  &  l l -

l i n o i s .  E l e c t .  r e v s .  b y  s t a t e :  w t ,  4 7 % ,  I A ,  C B % ;  M N ,  S A ,  I L ,  2 % .

E l e c t .  r e v . :  r e s i t . ,  3 5 % ,  c o m m ' l ,  2 3 % ,  i n d ' I ,  3 1 ' 7 ,  w h o l e s a l e ,  S V

r e t u r n p r o s -

in late 2008, and it plans to invest up to
another $250 million in wind-driven power
by the end of 2010. For the longer haul, it
asked regulators for approval to build a
300-mw coal fired station at the existing
Nelson Dewey site. This location is
desirable because it has ready access to
rail and barge transportation, and would
permit a 825 mw increase in import capa-
bility into Wisconsin. The facility is ex-
pected to begin operation in 2012.
Earnings should move sharply higher
in 2007, Pluses include higher electric
rates in Wisconsin, the repurchase of 10
million common shares, and profits from
new plants on line, Despite a heavy storm
in March that increased operating costs
and raised interest expense, we estimate
2007 earnings will rise 26%, to $2.60 a
share. A lesser gain is likely next year. For
now, the stock is untimely.
We have a neutral long-term stance on
these shares. Though the yield is a cut
below the utility average, dividend growth
prospects to 2010-2012 are above those of
the group. Moreover, total
perts mirror the industry average.
Arthurl-I Medalist December 28, 2007

Alliant Energy has an agreement to
sell its remaining transmission assets.
The sale includes 6,800 miles of transmis-
sion lines in Iowa, Minnesota, and Illinois,
substation facilities, and related transmis-
sion land rights. ITC Midwest will pay
$750 million in cash for the package, sub-
ject to various adjustments at closing,
LNT was anxious to finalize the arrange-
ment by yearend in order to capitalize on a
provision in the Energy Policy Act of 2005
that allows a utility eight years to pay the
tax on capital gains resulting from trans-
mission sales consummated by December
31, 2007. As we go to press, all necessary
commission approvals have been received.
The transaction will now close before year-
end. Since any aftertax gain will be subject
to regulatory determination of amounts
paid to customers, it isn't clear what lm
pact the sale will have on operations.
The company is taking steps to cover
generating needs. Demand for power in
LNT's service territory is rising by 100
megawatts (mw) annually. To meet
short-term obligations, it paid $180 million
for the rights to Cedar Ridge's 68-mw
wind farm, which is targeted to go on line

3 5 02 5 2.  | 2 3 5Fixed ch eCon,(% )

Past
10 Yrs.

Est 'd '04- '06
to '10-'12

5 . 0%
5. 5%
5 . 5%
8. 0%
4 . 0%

- .5%
-1. 0%
-6. 0%
1. 0%

P as t
Yrs.

-1 .5%
~4.5%
-3. 0%

.11 .5%
-2. 5%

ANNUAL RATES
of change (per sh)
R e ve n u e s
" C as h  F low "
E a r n ings
D ividends
B ook  Va lue

C al-
endar

QUARTERLY REVENUES (S mill.)
M a r , 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

F u l l
Y e a r

2004

2005

2006

2007

2008

6 7 4 . 9

9 0 6 . 8
8 4 1 . 3

8 7 3 . 8

9 2 0

8 9 1 . 0

8 2 5 . 2

9 3 0 . 9

9 1 2 ]

.950

6 6 2 . 1

6 8 5 . 7
6 9 6 . 8

7 4 6 . 2

7 6 0

7 3 0 . 7

8 6 0 . 9

8 9 0 . 4

9 0 7 . 3

9 6 0

2 9 5 8 . 7

3 2 7 9 . 6

3 3 5 9 . 4

3 4 4 0

3 5 9 0

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2004

2005

2006

2007

2008

. 3 0

. 4 1

. 3 9

. 4 3

. 4 5

. 7 6

1 0 5

. 7 5

1 . 0 5

1 . 0 5

. 3 3

. 2 3

. 5 6

. 5 6

. 5 5

. 4 5

. 5 2

. 3 6

. 5 6

. 5 0

1 8 5

2 . 2 1

2 . 0 6

2 . 6 0

2 . 6 5

C al-
endar

QUARTERLY DNIDENDS PAID B ' t
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

F u l l
Y e a r

2004

2005

2006

2007
2008

. 2 6 3

. 2 6 3

. 2 8 8

. 3 1 8

. 2 5

. 2 6 3

. 2 8 8

. 3 1 8

. 2 5

2 6 3
. 2 8 8

. 3 1 8

. 2 5

. 2 6 3

. 2 8 8

. 3 1 8
3 5

1 . 0 1

1 . 0 5

1 . 1 5

34 . 9
2 8 . 0

T a r g e t  P r i c e  R a n g e
2 0 1 0 2 0 1 2

t 2 0
1 0 0
8 0
6 4

4 8

32

24
20
16

12

III
m

N M F NMF 7011 '1 0|/- 4 ca/ l l l l l ' n in:

1IC o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

(A) Diluted EPS. Excl. nonrecur. gains (losses):
'QS, ne( 7¢, '99, 32¢, '00, $2.56, '01, (2B¢), '03,
net 24¢, 'DO, (58¢), '05, ($1.05); '06, 84¢. Next
egg.  mt .  due late Jan.  (B )  D iv'ds his tor ical ly
9 2007, Value Line Publishing , Inc All rights reserved.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERR
al it may be reproduced, resold. stored of transmitted in any p

oRs OR OMISSIONS HEREIN.
tinted, electronic or other form,

p a i d  i n  m i d - F e b . ,  m i d - M a y ,  m i d - A u g . ,  a n d  m i d - b a s e i  O r i g .  c o s t .  R a t e  a l l o w e d  o n  c o m .  e q . :  i n
N o v .  I  D i v ' d  r e i n v e s t .  p l a n  a v a i l .  t  s h a r e h o l d e r ' 0 5 ,  W I ,  1 0 . 8 % ,  i n  ' 0 7 ,  IA . ,  1 0 . 7 % ,  e a r n e d  o n
i n v e s t .  p l a n  a v a i l .  ( C )  I n c l .  d e f e r r e d  c h g e .  i n a v g .  c a m .  e q . ,  ` 0 6 :  9 . 5 % .  R e g u l .  C l i m . :  W l
' 0 6 :  $ 2 2 8 . 8  m i l l . ,  $ 1 . 9 6 l s h .  ( D )  In  m i l l ,  ( E )  Ra t e A b o v e  A v g . ;  I A ,  B e l o w  A v g .

Far.1ual materia l is  obtained loom sources believed lo be rel iable and is provided without warranties of any kind. l
This publication is strictly lot subscriber's own, non-commercial, internal use. No part

or used lot generating or marketing any printed of electronic publication. service of product

H I H I S



AMEREN NYSE-AEE 53.80RECENT
PRICE

PIE
RATIO 16.7(8:3s::§28:3) 0.99

RELATIVE

PIE RATI0 4. 7%
DIV'D
YLD

VALUE
LINE

42.9
32.0

46.9
27.6

46.0
36.5

453
34]

46.5
37.4

50.4
40.6

56.8
47.5

55.2
48.0

55.0
47.1

High:
Low:
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36.0
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STOCK
3 . 3
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VL Amm.
INDEX

3 0
31 .3

1 0 7 . 6

1  y r .
3  y r .
5  y r

I ,II n s t i t u t i o n a l  D e c i s i o n s

192007 2112007 302001
to Buy 1 6 8 1 5 3 1 3 6
towel! 1 6 8 1 6 1 1 7 3
HId ' s ( W I)  1 2 5 1 9 4  1 2 8 9 0 2  1 3 5 0 6 4

1 5
10
5

Percent
shares
t raded

Ameren was formed on December 31,
1997 through the merger of Union Electric
and CIPSCO. Each common share of Union
Electric was exchanged for 1.00 share of
Ameren, while each common share of
CIPSCO was exchanged for 1.03 Ameren
shares. Premerger data are for Union Elec-
tric only and are not comparable to Ameren
data.

C A P I T A L S T R U C T U R E a s  o f  9 1 3 0 1 0 7
T o t a l D e b t $ 6 8 9 1 0  m i l l .  D u e  i n  5 Y r s $ 2 3 9 5 0  m i l l .
L T D e b t $ 5 4 8 6 . 0  m i l l . L T I n t e r e s t $ 2 8 8 . 7  m i l l .

( L T  i n t e r e s t  e a r n e d :  4 . 0 x)

P e n s i o n A s s e t s - 1 2 / 0 6  $ 2 . 6 1  b i l l .  O b l i g . $ 3 . 1 2  b i l l .

P f d  S t o c k  $ 2 1 1 . 0  m i l l . P f d  D i v ' d  $ 1 1  . 0  m i l l .
1 , 1 3 7 , 5 9 5  s h e .  $ 3 . 5 0  t o  $ 7 . 6 4  c u m.  ( n o  p a r )  s t a t e d
a t  l i q u i d .  v a l u e ,  1 9 1 , 2 0 4  s h e . ,  $ 1 0 0  p a r ,  4 . 5 0 9  t o  t o

4 . 6 0  A ,  8 0 0 , 0 0 0  s h e .  4 . 0 0 %  t o  6 . 6 2 5 %

C o m m o n S t o c k  2 0 6 , 0 0 0 , 0 0 0  s h e .

M A R K E T  C A P :  $ 1 1 . 1  b i l l i o n  ( L a r g e  C a p )

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S
2 0 0 4 2 0 0 5
+ 7 . 4 + 1 5 . 0

Avg. Indus. 3 1 0 8 N A
Avg, Indus. Revs. per 4 . 0 5 4 . 2 7

1 9 4 3 9 2 0 8 8 8
1 5 9 9 1 1 7 5 6 3

5 8 . 2 N A
+ 1 9 . 4 N A

2 0 0 6
+ 4 . 5

N A
4 . 2 5

2 1 1 7 7
1 5 4 1 6

N A
N A

Annum Load FactorI .
%  Change Customers -end)

"I: Change Ruetal I$Iww"'(¢

Ce c i l y  UP k ( M w
PIaIILoaI, SilIInmer I f

2 9 43 7 73 5 6Fixed Charge Gov [% )
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10 Yrs .

4 . 0 %
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P a s t
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1  .5 %
- . 5 %

, 2 . 0 ° /

E s t ' d ' 0 4 - ' 0 6
to '10- '12

5 . 0 %
5 . 5 %
3 . 0 %

N i l
5 . 5 % 3 . 0 %

. a v
3 . 0 %

A N N U A L R A T E S
of change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a r n i n g s
D i v i d e n d s
B o o k  V a l u e

Cal-
endar

QUARTERLV REVENUES ($ mill.)
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2004

2005

200s

2007

2008

1317

1868

1910

1997

2095

1475

1701

1620

1781

1890

1152

1590

1550

1723

1790

1216

1821

1800

2019

2095

5 1 6 0 . 0

6 7 8 0 . 0
6 8 8 0 . 0

7 5 2 0

7 8 7 0

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l

Y e a r

2004

2005

2006

2007

2008

. 6 5

. 9 3

. 6 0

. 6 9

. 7 0

1 . 2 0

1 . 3 7

1 . 4 2

1 . 3 6

1 . 5 0

. 4 2

. 2 1

. 3 0

. 5 2

. 4 5

. 5 5

. 6 2

. 3 4

. 8 8

. 6 5

2 . 8 2

3 . 1 3

2 . 5 6

3 . 2 5

3 . 3 0

C a l -
e n d a r

QUART ERL Y  DIVIDENDS PAID B-

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Year

2003

2004

2005

200s

2007

. s o s

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 6 3 5

. 5 3 5

. 6 3 5

. 6 3 5

. 6 3 5
. 6 3 5

. 6 3 5

. 6 3 5

2 . 5 4

2 . 5 4

2 . 5 4

2 . 5 4

II

1

I
Ill
III

l  | 1 h HMRh- l l l l l |  l I I I I  I I I II II I I I I  | II I
1997 1999 2000 2001

2 4 .2 4

4 . 9 6

2 .4 4

2 .5 4

2 5 .6 8

5 . 3 6

2 .8 1

2 .54

2 a . 1 0

6 . 1 1

3 3 3

2 . 5 4

3 2 . 6 4

5 . 3 3

3 . 4 1

2 .54

2 .7 7

2 2 .0 0

4 . t s

2 2 . 5 2

6 . 7 7

2 3 . 3 0

7 . 9 9

2 4 . 2 8

1 3 7 .2 2 1 3 7 .2 2 1 3 7 .2 2 1 3 8 . 0 5

1 5 .5

. 8 9

6 .7 %

1 3 . 5

. 7 7

6 .7 %

1 1 . 0

. 1 2

6 .9 %

1 2 . 1

. 6 2

6 . 2 %

3 3 2 6 .5

3 4 7 . 3

3 5 2 3 . 6

3 9 7 . 8

3 8 5 5 . 8

4 6 9 . 8

4 5 0 5 . 9

4 8 1 . 0

4 0 .3 %

3.7%

39.4%

3.6%

3 9 .1 %

2 .9 %

3 8 .4 %

4 . 3 %

43.5%

5 2 .4 %

4 2 .4 %

5 3 .5 %

4 4 .4 %

5 1 .8 %

4 4 . 2 %

5 2 . 2 %

5 7 6 0 .2

6 9 8 7 .1

5 7 7 3 .4

7 1 6 5 .2

6 1 7 6 .9

7 7 0 5 . 7

6 4 1 9 . 3

8 4 2 6 . 6

7.5%

10.7%

11.1%

8 . 2 %

12 .0%

12.5%

a .9 %

1 3 . 7 %

1 4 . 3 %

8 .7 %

1 3 . 4 %

1 4 . 0 %

I

I 1111 |

1998
2 4 . 1 8

5 . 3 6

2 . 8 2

2 .54

2 . 3 7

2 2 . 2 7

1 3 7 .2 2

1 4 . 2

_74

6 .3 %

3 3 1 8 .2

3 9 9 . 1

4 0 .1 %

3 .0 %

4 1 .0 %

5 4 .5 %

5 5 8 0 .7

6 9 2 8 .0

8 .7 %

12.1%

12.6%

ll
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3 7 . 3 5

1 . 1 5

3 . 3 0

1 5 4

Re v e n u e s  p e r  s h

"Ca s h  F l wl "  p e r  s h

E a m l n g s  p e r c h  A

D l v ' d  D e c r y  p e r  s h  ' I

4 1 . 3 0

1 . 0 0

1 4 0

2 . 5 4

1 . 1 0

3 3 . 5 0

Ca p ' l  Sp e n d in g  p e r  s h

B o o k  W u :  p e r  s h  c

6 . 9 0

3 6 . 5 0

2 1 0 . 8 0 Co m m o n  Sh e  0 u t s t ' g  E 2 1 6 . 1 0

Ins an
Lina
l ies

A v g  A n n ' I P E  R a t i o

Re l a t i v e  P IE Ra t i o

Av g  An n ' I  Dh f d  Yi e l d

1 4 . 0

. 9 5

5 .4 %

7 8 7 0

7 0 5

Revenues1sm111)
n u  p mf n l$mll l)

1 9 5 0

7 5 0

3 5 .0 %

1 0 %

c o me  T a x  Ra te

A F U D C  %  Io  N i l  P N IM

3 5 . 0 %

1 0 %

4 4 .5 %

5 1 5 %

L o n g -T e rm De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

4 5 . 5 %

5 3 . 0 %

1 3 3 0 0

1 5 5 0 5

T o ta l Ca p i t a l ($ mI I I )

Ne! plan:1Smm)
1 4 9 2 5

m a s

6 . 5 %

9 . 5 %

1 0 . 0 %

Re c u r  o n  T o o l  Ca p ' I

Rc t u m o n  Sh r .  Eq u i t y

R e c u r  o n  C o m  E q u i t y  °

5 . 5 %

9 . 5 %

9 . 0 %

2005
3 3 . 1 2

6 . 1 0

3 . 1 3

2 .5 4

4 . 8 3

3 1 . 0 9

2 0 4 . 7 0

1 6 . 7

. 8 9

4 . 9 %

6 7 8 0 . 0

6 2 8 . 0

3 5 . 6 %

2 . 9 %

4 4 . 9 %

53.3%

1 1 9 3 2

1 3 5 7 2

6 . 5 %

9 . 5 %

9 . 7 %

200s
3 3 . 3 0

5 . 7 9

2 . 6 6

2 .5 4

4 . a o

a 1 . a s

2 0 6 . 6 0

19 .4

1 . 0 5

4 . 9 %

6 8 8 0 . 0

5 4 7 . 0

3 5 .8 %

.7'/u

4 3 . 8 %

5 4 .8 %

1 2 0 6 3

1 4 2 a s

5 .7 %

8 .1 %

8 .1 %

2001
3 5 . 0 0

u s

3 . 2 5

1 5 4

6 . 2 5

3 2 . 7 0

z o s .s o

laid Hg
Vllll
: s i n

7 5 2 0

$ 1 5

3 5 . 0 %

3 . 0 %

u . 5 %

5 4 . 0 %

1 2 5 4 5

1 a 2 5

6 . 5 %

9 . 5 %

1 0 . 0 %

2002
2 4 . 9 3

5 . 2 8

2 . 6 6

2 .54

5 . 1 1

2 4 . 9 a

1 5 4 . 1 0

1 5 . 8

. 8 6

6 .1 %

3 B4 1 . 0

3 9 3 . 0

3 8 . 9 %

2 . 8 %

4 6 . 0 %

5 1 . 4 %

7 4 6 8 . 0

8 9 1 4 . 0

6 .5 %

9.7%

9.9%

2003
2 8 . 2 0

5 . 2 9

3.14

2 .54

4 . 1 9

2 6 . 7 3

1 6 2 . 9 0

1 3 . 5

7 7

6.0%

4 5 9 3 . 0

5 1 1 . 0

3 6 . 8 %

1 .9%

4 7 .3 %

5 0 .6 %

8 6 0 6 .0

1 0 9 1 7

1 . 1 %

11 .4%

11.6%

2004
2 6 . 4 3

5 . 5 7

2 . 8 2

2 . 5 4

4 . 1 3

29 .11

1 9 5 . 2 0

1 6 . 3

. a s

5 .5 %

5 1 6 0 . 0

5 4 1 . 0

3 4 . 3 %

1.8%

45.5 '/»
5 2 .6 ' / l

1 1 0 3 s

1 3 2 9 7

6 .0 %

9 .0 %

9 .1 %

.1 ' / l

9 9 %

1 .2%

9 0 %

1.2%

8 1 %

3 .4 %

7 7 %

3 . 6 %

7 5 %

.2%

9 8 %

2 .2 %

8 1 %

.9 '/»
9 1 %

1 . 7 %

8 3 %

. 2 %

97"/ l

2 . 0 %

7 9 %

2 . 0 %

7 7 %

Reiaineuito Com Et
All Div'd5 w nu PM

2 .5 %

7 5 %

e q u i p m e n t ,  p e t r o l e u m  r e f i n i n g .  2 0 o s  f u e l s :  c o d .  8 5 % ;  n u c l e a r ,

1 3 % .  o t h e r ,  2 % .  F u e l  c o s t s .  4 5 %  d  r e v e n u e s .  l a b o r  c o s t s ,  1 2 A .

2 0 0 6  d e p r e c i a t i o n  v a l e :  3 % - 4 % .  Es t i m a t e d  p l a n t  a g e :  1 3  y e a r s .  H a s

8 , 9 8 8 e m p l o y e e s . C h r m n . ,  C E O ,  a n d  P r e s . :  G a r y  L .  R a i n w a t e r .

I n c . :  M i s s o u r i .  A d d r e s s :  1 9 0 1  C h o u t e a u  S t r e e t ,  S t .  L o u i s ,  M i s s o u r i

6 3 1 6 6 .  T e l e p h o n e .  3 1 4 - 6 2 1 - 3 2 2 2 .  In t e r n e t : a m e r e n o o m .

B U S I N E S S :  A m e r e n  C o r p .  i s  a  h o l d i n g  c o m p a n y  f o r m e d  t h r o u g h

t h e  m e r g e r  M  U n i o n  E l e c t r i c  a n d  C I P S C O .  A c q u i r e d  C I L C O R P

2 0 0 3 ,  I l l i n o i s  P o w e r  2 0 0 4 .  S u p p l i e s  e l e c t .  a n d  g a s  t o  3 . 4 0 0 . 0 0 0

w s t o m e r s  i n  M i s s o u r i  ( 4 0 %  e l e c t .  r e v s . )  a n d  I l l i n o i s  ( s u m ) .  E l e c t .
r e v s . :  r e s i t . ,  3 1 % ,  o o m m e r . ,  2 9  A ,  i n d u c t . ,  I S % :  o t h e r ,  2 2 A  L a r g -

e s t  r n d u s t .  c u s t o m e r s :  p r i m a r y  m e t a l s .  c h e m i c a l s .  t r a n s p o r t a t i o n

b e e n  t h e  c a u s e  o f  h e a v y  d a m a g e .  F i n a l l y ,
t o  c o m p l y  w i t h  U . S .  E n v i r o n m e n t a l  P r o -
t e c t i o n  A g e n c y  r u l e s .  A E E  w i l l  s p e n d  $ 5 0 0
m i l l i o n  t o  r e d u c e  p o l l u t i o n  e m i s s i o n s .
S i n c e  c a s h  f l o w  f r o m  o p e r a t i o n s  w o n ' t
c o v e r  t h e s e  c o s t s ,  l o n g - t e r m  d e b t  o f f e r i n g s
w i l l  b e  n e c e s s a r y  t o  b r i d g e  t h e  g a p .
E a r n i n g s  s h o u l d  i m p r o v e  t h i s  y e a r .
P l u s e s  i n c l u d e  h i g h e r  r a t e s  i n  t w o  j u r i s d i c -
t i o n s  a n d  w i d e r  e l e c t r i c  m a r g i n s  o n  r e -
p l a c e m e n t o f b e l o w - m a r k e t c o n t r a c t s .
T h o u g h  c o s t s  r e l a t e d  t o  l a s t  . l a n i a r y ' s  i c e
s t o r m  p a r e d  e a r n i n g s  b y  $ 0 . 0 9  a  s h a r e .
a n d  r e f u e l i n g  o f  t h e  C a l l a w a y  1  n u c l e a r
p l a n t  w i l l  r e q u i r e  a d d i t i o n a l  p o w e r  p u r -
c h a s e s ,  w e  e s t i m a t e  2 0 0 7  e a r n i n g s  w i l l
r i s e  2 2 % ,  t o  $ 3 . 2 5  a  s h a r e .  E m p h a s i s  o n
c o r e  o p e r a t i o n s  s u g g e s t s  s l o w ,  b u t  s t e a d y ,
g a i n s  t h r o u g h  2 0 1 0 - 2 0 1 2 .
T h e  s t o c k  o f f e r s  a n  e v e n  b a l a n c e  o f
p o s i t i v e s  a n d  n e g a t i v e s .  T h e  p r o b a b l e
a b s e n c e  o f  a  d i v i d e n d  h i k e  i n  o u r  3 -  t o  5 -
y e a r  h o r i z o n  i s  o f f s e t  b y  a n  a b o v e - a v e r a g e
y i e l d .  T h o u g h  t o t a l  r e t u r n  p r o s p e c t s  a r e
u n e x c i t i n g .  t h o s e  i n v e s t o r s  o f  a  c o n s e r v a -
t i v e  b e n t  m i g h t  b e  s a t i s f i e d  b e c a u s e  o f
A m e r e n ' s  s t r o n g  f i n a n c e s .
A r t h u r  H  M c d a l i c D e c e m b e r  2 8 .  2 0 0 7

A m e r e n  h a s  t i l e d  f o r  h i g h e r  r a t e s  i n
I l l i n o i s .  L a s t  m o n t h ,  A E E ' s  t h r e e  u t i l i t y
s u b s i d i a r i e s  i n  t h e  s t a t e  a p p l i e d  f o r  i n -
c r e a s e s  t o t a l i n g  $ 1 8 0  m i l l i o n  i n  e l e c t r i c
t r a n s m i s s i o n  a n d  d i s t r i b u t i o n  r a t e s  a n d
$ 6 7  m i l l i o n  i n  h i g h e r  p o s t e d  n a t u r a l  g a s
t a r i f l l s .  T h e  b o o s t s  w o u l d  a l l o w  r e c o v e r y  o f
i n f r a s t r u c t u r e  i n v e s t m e n t s  a n d  w o u l d  p e r -
m i t  r e c o u p m e n t  o f  p l a n s  t o  s p e n d  $ 9 0 0
m i l l i o n t o i m p r o v e s y s t e m r e l i a b i l i t y
t h r o u g h  2 0 1 0 . M a n a g e m e n t  m a i n t a i n s
t h a t  t h e  J a n u a r y ,  2 0 0 7  i n c r e a s e .  f r o m
w h i c h  $ 1 5 0  m i l l i o n  w i l l  b e  r e t u r n e d  t o  c u s -
t o m e r s  o v e r  f o u r  y e a r s ,  i s  i n a d e q u a t e  t o
p r o v i d e  s e r v i c e  a n d  e a r n  a  r e a s o n a b l e  r e -
t u r n .  S t i f f  r e s i s t a n c e  t o  t h e  r e q u e s t  i s  l i k e -
l y  f r o m  c o n s u m e r  g r o u p s  a n d  s t a t e  l e g i s -
l a t o r s .  W h a t e v e r  a m o u n t  t h e  c o m m i s s i o n
a p p r o v e s  w i l l  t a k e  e f f e c t  i n  O c t o b e r .  2 0 0 8 .
I n  M i s s o u r i ,  t h e  c o m p a n y  p l a n s  c a p i -
t a l  o u t l a y s  o f  $ 1  b i l l i o n  o v e r  t h r e e
y e a r s  t o  e n h a n c e  p e r f o r m a n c e .  T h e  i n -
c r e a s e  i n c l u d e s  e x p e n d i t u r e s  o f  $ 3 0 0  m i l -
l i o n  t o  p r o t e c t  t h e  s y s t e m  a g a i n s t  s e v e r e
w e a t h e r  b y  p l a c i n g  t r a n s m i s s i o n  c a b l e s
m o s t  a t  r i s k  u n d e r g r o u n d .  A n o t h e r  $ 1 4 5
m i l l i o n  w i l l  b e  s p e n t  o n  t r e e  t r i m m i n g  t o
l e s s e n  t h e  i m p a c t  o f  i c e  s t o r m s  t h a t  h a v e

i l l - l l l

4 4 . 3
35 . 5

TargetPrice Range
2010 2012

>..

120
100
80
64

48

32

24
20
16

12

St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

100
( A )  E P S  b a s i c . E x d .  n o n  r e c u r .  g a i n ,  ( l o s s ) :
' 0 3 ,  1 1 ¢ ,  ' 0 5 ,  ( 1 1 ¢ ) .  N e x t  e g g .  r e p o r t  d u e  l a t e
J a n .  ( B )  D i v ' d s  h i s t o r i c a l l y  p a i d  i n  l a t e  M a r c h ,
l a t e  J u n e ,  l a t e  Se p t . ,  a n d  l a t e  De c .  I  D i v ' d  r e i n -

ao 2007, Value Line Publishing, inc. All r ights reserved.
THE PUBLISHER is  NOT RE PONSIBLE FOR ANY ERR
ml ll may be reproduced, resold, stored nr Iransmined in any

ORS OR OMISSIONS HEREIN.
printed, electronic or olaf form.

v e s t m e n t  p l a n  a v a i l ,  ( C )  i n c l .  d e f e r r e d  c h g e .  i n e q ,  i n  ' 0 6 :  8 5 % .  R e g u l .  C l i m . :  A v e r a g e .  ( E )  I n  | C o m p a n y ' s F i n a n c i a l  S t r e n g t h
' 0 6 ,  $ 1 1 . 9 9 l s h .  ( D )  R a t e  b a s e :  o r i g . c o s t m i l l i o n s .
d e p r e c i a t e d .  R a t e  a l l o w e d  i n  M O  o n  c o m m o n
e q u i t y  i n  ' 9 7 :  1 0 . 2 5 % ,  e a r n e d  o n  a v e r a g e  c o m.

Factual material is obtained from sources believed ro be reliable and is provided without warranties al any kind.
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3 1 . 8 2

5 .5 4

2 . 8 6

1 .5 0

8 . 8 9

2 3 . 7 3

3 9 6 .6 7

1 2 . 9

. 7 0

4 .1 %

1 2 6 2 2

1 1 3 1 . 0

3 3 .0 %

9 .9 %

56.7°/>
4 3 .0 %

2 1 9 0 2

2 5 7 8 1

6.7%

1 1 3 %
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A m e r i c a n  E l e c t r i c  P o w e r  a c q u i r e d  C e n t r a l
a n d S o u t h  W e s t  C o r p o r a t i o n  ( C S W )  i n
2 0 0 0 .  C S W  c o m m o n  s t o c k h o l d e r s  r e c e i v e d
0 . 6  o f  a n  A E P  c o m m o n  s h a r e  f o r  e a c h  o f
t h e i r  s h a r e s ,  f o r  a  t o t a l  o f  $ 4 . 5  b i l l i o n .  T h e
t r a n s a c t i o n  w a s  e f f e c t e d  u n d e r  p o o l i n g - o f -
i n t e r e s t s  a c c o u n t i n g  r u l e s .  T h e  d a t a  o n  t h i s
page  p r i o r  t o  2000  do  no t  r e f l ec t  t he  add i t i on

o f C S W .

C A P I T A L S T R U C T U R E a s  o f  9 / 3 0 / 0 7
T o t a l  D e b t $ 1 5 3 6 3  m i l l ,  D u e  i n  5  Y r s  $ 4 5 4 3  m i l l .
L T  D e b t  $ 1 3 8 6 6  m i l l . L T In t e r e s t  $ 7 6 3  m i l l .

In c l .  $ 2 . 2 6  b i l l  s e c u r i t i z e d  b o n d s .
( L T  i n t e r e s t  e a r n e d :  3 . 1 x)

L e a s e s , U n c a p i t a l i z e d An n u a l  r e n t a l s  $ 3 3 1  m i l l .

P e n s i o n A s s e t s - 1 2 / 0 6 $ 4 . 3 5  b i l l .  Ob l i g .  $ 4 . 1 1  b i l l .

P f d S t o c k $ 6 1  m i l l . P f d  D i v ' d  $ 3  m i l l .
6 0 7 , 0 4 4  s h e .  4 % - 5  A ,  c u mu l a t i v e ,  c a l l a b l e  a l  $ 1 0 2 -

$ 1 1 0 .
C o m m o n  S t o c k 4 0 0 , 0 0 6  0 2 2  s h e .
a s o f 1 0 / 3 1 / 0 7
M A R K E T C A P :  $ 1 9 b i l l i o n ( L a r g e C a p )

2 0 0 6
- . 6

N A
4 . 5 0

N A
N A
N A

+ 1  3

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S
2 0 0 4 2 0 0 5

+ . 7 + 3 . 7
N A N A

3 . 5 7 3 . 7 5
N A N A
N A N A
N A N A
+ . 6 4- .8

"A Change RetaH Sales (KWH)
Avg, Indus, Use (MWHw
Avg, lndust, Revs. per H (¢)
Capacity al Peak (Mw)
Peak Load (Mw)
Annual Load Fadnf (9
%  Change Cwomefs yr-end)

2 6 52 5 82 4 4Fixed Charge Cov. (% )

P a s !
10 Yrs.

. 5 %

E s t ' d ' 0 4 - ' 0 6
to '1D-'12

3 0 %
5 . 0 %
6 . 5 %
7 . 5 %
5 .  0 %

P a s t
Y r s .

- 1 B . 0 %
-1 .00/,
3 0 %

_ 9 .5 °/
- 2 . 5 %

A N N U A L  R A T E S
of change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

- . 5 %
- 5 . 0 %

- , 5 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2004

2005

2005

2007

2008

3505

2899

2984

3196
3300

3364

3065

3108

3159

3400

3408

2819

2936
3146

3300

3780

3328

3594

3789

4000

14057

12111

12622

13300

14000

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l

Y e a r

2004

2005

zoos

2001

2008

. 6 9

. 2 3

. 4 5

. 4 6

. 5 5

. 3 8

. 5 7

. 4 4

. 6 4

. 6 5

. 7 3

. 9 0

. 9 6

. 6 8

. 7 5

. 8 0

. 9 5

1 . 0 1

1 . 0 2

1 . 2 0

2 . 6 1

2 . 6 4

2 8 5

2 . 8 0

3 . 1 5

C a l -
e n d a r

QUARTERLY  DIVIDENDS PAID B I  T

M a r . 3 1 J u n . 3 ( )  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2003

2004

2005

2006

2007

. 3 5

. 3 5

. 3 7

. 3 9

. 4 1

. 3 5

. 3 5

. 3 5

. 3 7

. 3 9

. 3 5

. 3 5

. 3 5

. 3 7

. 3 9

. 5 0

. 3 5

. 3 5

. 3 7

. 3 9

1 . 6 5

1 . 4 0

1 . 4 2

1 . 5 0

3 3 . 2 0

6 . 5 5

2 . 8 0

1 . 5 8

3 4 . 6 5

6 . 9 0

3 . 1 5

1 . 6 7

Re v e n u e s  p e r  s h

" C a s h  F l o w "  p e r s h

Ea r n i n g s  p e r c h  A

Div 'd  De c l 'd p e r s h s  l  t

3 9 . 0 0

s . 2 5

4 . 0 0

2 . 2 0

8 . 9 0

2 4 . 9 0

9 . 4 0

2 6 . 5 5

Ca p ' l  Sp e n d i n g  p e r  s h

Bo o k  Va l u e  p e r  s h  c

8 . 2 5

3 2 . 0 0

4 0 0 . 5 0 4 0 4 . 0 0 C o m m o n  S h e  0 u t s t ' g  D 4 1 3 . 0 0

gold 69
Value
destin

IFES are

L in e

Ote s

A v g  A n n ' l  P E  R a t i o

Re l a t i v e  PIE Ra t i o

A v g  A n n ' I  D i v ' d  w e l d

1 3 . 0

. 8 5

4 .2 %

1 3 3 0 0

1 1 2 0

1 4 0 0 0

1 2 7 5

Revenues ($mill)
Net Profit ($milI)

1 6 1 0 0

1 6 2 0

3 2 .5 %

1 1 . 0 %

3 3 .0 %

1 2 .0 %

In c o me  T a x  Ra te

AF UDC % t o  Ne t  Pr o f i t

3 3 . 0 %

1 0 . 0 %

5 8 . 0 %

4 2 . 0 %

5 9 .0 %

4 0 .5 %

L o n g - T e r m De b t  Ra t i o

C o m m o n  E q u i t y  R a t i o

5 6 .5 %

4 3 .0 %

2 3 8 0 0

2 9 3 2 5

2 6 3 2 5

3 1 6 5 0

TotaI Capital ($miII)
Net Plant ($mill)

3 0 5 0 0

3 7 5 0 0

6 .0 %

1 1 . 0 %

1 1 . 0 %

6.5%

12.0%

1 2 .0 %

Re t u r n  o n  T o t a l  Ca p ' I

Re t u r n  o n  Sh r .  Eq u i t y

R e t u r n  o n  C o m  E q u i t y  E

7 . 0 %

1 2 . 0 %

1 2 . 5 %

3.6%

7 4 %

1.6%

8 8 %

1.1%

89%

N M F

N M F

3.4%

7 4 %

2 .4 %

8 2 %

4 5 %

64%

5.7%

54%

5.2%

5 4 %

5.7%

5 3 %

5 .0 %

5 7 %

5 .5 %

5 3 %

Re t a i n e d  t o  Co m Eq

Al l  D i v ' d s  t o  Ne t  Pr o f

5 .5 %

5 6 %

Holdings (B r it ish ut i l i t y)  '01,  sold SEEBOARD (Br it ish ut i l i t y)  '02,
sold Houston P ipeline '05,  Generat ing sources not  available.  Fuel
cost s:  37%  of  revenues,  ' 06 deprec iat ion rate:  3.5%  Has 20,400
employees.  Chairman,  P res ident  &  CE O:  Michael  G .  MorTis .  ln-
corporated:  New York.  Address:  1 Riverside Plaza,  Columbus,  Ohio
43215-2373.  Telephone:  614-716-1000.  Internet :  www.aep.com.

BUSINESS: Ame r i c a n  E le c t r i c  P o w e r  C o mp a n y,  I n c .  ( AE P ) ,
through 10 operat ing ut ilit ies,  serves about  5.1 million customers in
Arkansas,  Kentucky,  Indiana,  Louisiana,  Michigan,  Ohio,  Oklaho-
ma,  Tennessee,  Texas,  Virginia,  and West  Virginia.  E lect r ic  reve
hue breakdown,  '06:  resident ial,  30%, commercial,  22% indust r ial,
20% ,  w ho lesa le ,  22V.  o t her ,  6% .  So ld  50%  s t ake in  Y or ksh i r e

the 11.25% requested.
Other rate cases are pending. AEP's
utilities in Ohio are seeking a total of $50
mil l ion in rate rel ief to recover some
generation-related expenditures. (It's still
an open question what wil l  happen to
AEP's customers in the state when rate
caps expire at the end of ZAJUS.) Appa-
lachian Power is seeking $97 million in
Virginia for costs associated with fuel and
a proposed generating facility.
We expect a solid earnings increase i n
2008. Rate relief should be the key factor.
Our estimate is at the midpoint of AEP's
targeted range of $3.00-$3.30 a share.
The board of directors has increased
the dividend. The board boosted the
quarterly payout by two cents a share
(5.1%), to $0.41. We project that solid divi-
dend growth will continue through 2010-
2012, but that the disbursement won't re
turn to the level before it was cut in 2003,
AEP is targeting a 55%-60% payout ratio.
We have a neutral  stance on this
stock. The yield and 3- to 5-year total-
return potential are just average, by utile
ty standards.
Pau] E. Debbas, CFA December 28, 2007

Capital spending, followed by rate re-
lief,  should continue to be the key
dr iver of American Electric Power's
earnings growth. Currently, much of the
capital spending is associated with a $5.1
billion environmental program that began
in 2004 and will run through 2010. As
these expenditures start to wind down,
transmission spending will begin ramping
up. There will be some spending on gener-
ating assets as well-Southwestern Elec-
tric is proposing to build a coal-fired plant
in Arkansas-plus the usual expenditures
on the distribution system to accommodate
growth in the utilities' service areas and to
maintain system reliability.
The utilities have received some rate
orders in 2007. Public Service of Oklaho
ma and Texas Central received rate orders
that should boost pretax earnings by $20
million and $50 million, respectively. Ap-
palachian Power was granted an increase
of $48.9 mil l ion in Virginia for the re-
covery of environmental and reliability
costs. Most of the rate orders have been
good, but the Texas commission allowed
AEP an ROE of just 9.96% on transmis-
sion investment in the state, well below

111 I

53 . 3
42 , 1

Target Price Range
2010 2012

128

96
80
64

48
40
32

24

1 6

- 1 2

I
I

'I0-12

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

B++(A)  Excl.  ext ra,  gain ( losses) :  '01,  (26¢) ;  `02,
($3.86)  '03,  ($1.92) ,  '04,  24¢,  '05,  (52¢)§ '05,
(20¢);  '07,  (20¢);  gains ( losses) on disc.  ops. :
'02, (57¢)I '03, (32¢); '04, 15¢, '05, 7¢; '06, 2¢.
a 2007, Value Line Publishing, Inc. All rights reserved.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERR
of it may be reproduced. resold, stored or UansmMed in any

' 0 4  &  ' 0 5  E P S  d o n ' t  a d d  d u e  t o  r o u n d i n g .  N e x t
e a r n i n g s  r e p o r t  d u e  l a t e  J a n .  ( B )  D i v ' d s  h i s t o r i -
c a l l y  p a i d  e a r l y  M a r . ,  J u n e ,  S e p t . ,  &  D e c .  l
D i v ' d  r e i n v e s t .  p l a n  a v a i l .  t  Sh a r e h o l d e r  i n v e s t .

Factual material is obtained from sources believed 10 be
ORS OR OMISSIONS HEREIN, This publication is str irxly
printed. electronic or other form, or used lai generating or ma

plan avai l .  (C )  I nd. i f  tang. In '06:  $14.17/sh.
(D) In mill.  (E)  Rate base:  var ious.  Rates all'd
on  com.  eq . :  9 . 96% - 157% ;  ea r ned  on  avg .
com. eq.,  '06: 12.1%. Regular,  Climates Avg.
reliable and is provided without warranties al any kind. l

for subscriber's own, nun-commercial, internal use. No part
reeling any printed or electronic publication, service or product.
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CH ENERGY GROUP NYSE-CHG 43.64RECENT
PRICE 888m 16.5(L"3§.as193) 0.98RELATIVE

PIE RATIO
DIVD
YLD 4.9% VALUE

LINE
45.0
30.6

46.3
26.1

45.9
38.3

524
39.9

49.7
40.2

49.6
43.1

50.2
42.1

54.9
44.6

538
41.4

High :
Low:

31.5
28.8

43.9
29.8TIMELINESS

1
3 Rai5ed 1Dl19l07

S A F E W Raised12/7101

TECHNICAL 3 Raised Bl31l07

BETA ,w (1.00-Market )

Price
50
40

Ann'l Total
Return

8%
3%

2010-12 PROJECTIONS

Gain
(+15%l
(-10%

H g̀h
Law

Insider Decisions

to Buy
Opiinns
to Sell

D  J  F  M  A M J J  A
0  0  0  0  0  0  0  0  0
0  0  1 1  0  0  0  0  0
0  0  o  0  0  0  0  o  0

2011
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492005 102007 292007

55 60 KG
36 39 37

7948 B347 B641
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8
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Percent
shares
traded
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Ill.III 'Ill 111111HII ll Ill
2005 2006

6170

511

2.81

2.16

6303

4.83

256

2.16

4.05

31.97

476

32.54

15,76 15.78

16.5

.BB

4.7%

191

1.03

4.4%

972.5

45.3

9934

414

38.3%

.9%

36.3%

1.5%

39.6%

58.0%

38.8%

583%

868.7

779.5

871B

8274

6.0%

85%

88%

5.7%

7.7%

7.9%

III
r.. r | I I

H IIIIII 11 I| I I INIII I II | I Ills ll ll I 11111 I III II
2008 © VALUE LINE PUB., INC 10-12

80.90

5.40

2.80

2.16

Revenues per sh

"Cash Flow" per sh

Earnings perch A

Div'd Decl'd per sh Bl t

100.00

6.25

3.25

2.26

5.40

33.65

Cap'l Spending per sh

Book Value per sh c

5.25

35.50

15.76 Common Shs0utst'g D 15.00

res are
Line
i t s

Avg Ann'l PIE Ratio

Relative PIE Ratio

AvgAnn'l Div'd Yield

14.0

.95

5.0%

1275

45.0

Revenues ($milI)

Net Profit ($mill)

1500

48.0

40.0%

1.0%

lncame Tax Rate

AFUDC % to Net Profit

40.0%
1.0%

44.5%

53.5%

Long-Term Debt Ratio

Common Equity Ratio

50.0%

48.5%

990

925

Total Capital ($mill)

Net Plant ($mill)

1100

1050

5.5%

s,o%

s.5%

Return on Total Cap'l

Recur on Shi. Equity

Return on Com Equity E

5.5%

s.s%

9.0%

2007
72.95

5.10

2.60

2.16

5.70

33.05

15.76

Bold Wu

Value

destin

1150

42.0

40.0%

1.0%

42.5%

55.0%

945

880

5,5%

7.5%

s,0%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2 0 0 1 2002 2003

31.38

4.99

2.40

1.90

32.66

5.22

2.55

1.98

30,52

5.23

2.68

2.05

2991

5.25

2.68

2.08

2928

5.33

2,74

2.10

29.28

5.69

2.99

2.12

34111

5.80

2.97

2.14

29.86

5.83

2.90

2.16

30.95

5.92

2.B8

2.16

45.83

6.49

3.05

2.16

44.52

5.50

3.11

2.16

43.29

4.18

2.12

2.18

51.18

5.02

2,78

2.16

4.44

22.84

3.81

23.60

3.13

24.65

3.37

25.33

2.87

25.96

2.B4

26,87

2.54

27.61

2.71

28.00

2.76

28.73

3.58

29.38

4.14

30.33

4.50

3031

3.79

30.B0

15.77 16.03 15.95 17.24 17.50 17.56 17.28 16.86 16.86 16,35 16.36 16,06 15.76

10.7

.68

7.4%

11.2

68

6.9%

12.2

.72

6.3%

10.0

.66

7.8%

10.2

.68

7.5%

10.1

.63

7.0%

11.5

.se

6.3%

14.6

.76

54%

13.5

.77

5.6%

11.4

.74

6.2%

13.6

.70

5.1%

22.6

1.23

45%

157

90

4.9%

2004
50.22

4.89

2.69

2.16

3.98

31.31

15.76

17,2

91

4.7%

791.5

43.4

41.9%

3%

383%

59,1%

B344

7454

5.9%

8.4%

B6%

520.3

55.1

503.5

52.5

521.9

51,8

749.3

54.2

728.4

54.1

8955

36.5

BD6.7

45.4

32.3%

1.2%

35.3%

1.7%

35.8%

.8%

41.4%

1.4% 1.4%

36.6%

23%

401%

1.6%

40.4%

53.3%

40.3%

53.3%

38.3%

55.3%

37.4%

564%

28.1 %

64.6%

34.1%

81.6%

355%

61B%

895.0

932.8

885.1

928.2

875.9

921.4

857.1

930.9

768.5

561.8

790.3

801]

7B53

707.5

7.4%

10.3%

10.9%

7.2%

9.9%

10.4%

7.3%

9.6%

10.0%

7.7%

10.1%

10.6%

81%

9.8%

10.2%

54%

7.0%

74%

6.5%

90%

9.1%

CAPITAL STRUCTURE as of 9130107
Total Debt $439.9 mill. Due in 5 Yrs $77.0 mill.
LT Deb! $403.9 milL LT Interest $18.6 mill.

(LT interest earned: 4.2x)
Leases, Uncapltalized Annual rentals $3.1 mill.
Pension Assets-12/06 $359.6 mill. Oblig. $414.5

mill.
Pfd Stock $21.0 mill. Pfd Div'd $1.0 mill.
210,300 she. 4'b%-4.96% cum., $100 par,
redeemable at $101-$107lsh.

Common Stock 15,762 000 she.

as of 1111101
MARKET cAp: $675million (Small Cap)

Annual Load Fader (1

-4.2
1377

N A
1295
1295
50.0
+.9

+4.5
1407

N A
1204
1204
57.0
+1.3

+2.1
1407

N A
1051
1051
61 .0
+1.0

ELECTRlC OPERATING STATISTICS
= 2004 2005 2006
%Chase Retail Sa\es (KWH)
Avg. In use Use (MWHwH
Avg. Induct Revs.8ef (¢)
Capacity at Peak( w
Peak Load, Summer w]

% Change CusiumersL T

408 328374Fixed Charge Cov. (%)

Past
Yrs.
7.5%

-3.5%
-2.5%

Est'd '04-'os
to '10-'12

9. 5%
4.0%
3.0%
1.0%

1.5% 2.0%

Past
1DYrs.

7.0%
-1.0%

-.5 A
.5%

2.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES ($ mill.)

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005

200s

2007

2008

283.0

286.1

317.2

343.4

375

185.3

189.5

213.9

271.0

300

201.3

268.9

222.5

275.5

300

151.9

227.9

239.8

260.1

300

791.5

972.5

993.4

1150

1275

C al-
enda r

EARNINGS PER SHARE A
M ar . 31  Jun . 30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

.60

.74

.60

.63

.70

.28

.36

.55

.27

.35

.35

.41

.26

.33

.35

1.46

1.29

1.16

1.37

1.40

2.69

2.81

2.56

2.60

2.80

Cal-
endar

QUARTERLY DNIDENDS PAID Bl  t

Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.54

.54

.54

5 4

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

.54

2.16

216

2.16

2.16

3.1%

73%

2.7%

76%

2.5%

77%

3.1%

73%

3.1%

71%

NMF

102%

2.0%

78%

11%

B1%

2.0%

77%

12%

85%

1.5%

84%

2.0%

79%

Retained to Com Eq

All Div'ds to Ne! Prof

25%

73%

Electric revenue breakdown, '06: residential, 51%, commercial,

32%, industrial, 7°/», other, 10%. Generating sources, '06: hydro,
3%; purchased, 97%. Fuel costs: 56% of revenues, '05 reported

depreciation rate (utility): 30%. Chairman, President & CEO:

Steven V, Lent. Inc: NY. Address: 284 South Ave., Poughkeepsie,

NY 12501-4579, Tel.: B45-452-2000. Internet: www.chenergy.com.

BUSINESS! CH Energy Group, Inc. is a holding company for Cen-

tral Hudson Gas & Electric, which provides electricity and gas in the

Mid-Hudson Valley region of New York State (79% al 'OG income).

Customers: 293,000 electric, 71,000 gas. Grifmh Energy provides

gas, oil, electricity, 8. propane lo over 100,000 customers in North-

east (4% of '06 income). Investments were 17% of '05 income,

November 30 2007

just  f rom t roubled operators.  Th is  i s  a
fragmented industry with a lot  of  family-
owned businesses, and some very success-
ful  owners have approached Gri f f i th be-
ca u se  t h e y  w a n t  t o  ca sh  o u t  a s  t h e y
prepare for retirement.
Finances are sol id. The common-equity
ra t i o  shou ld  remain  h i gh  even t hough
Central Hudson has added some debt to fi-
nance its capital spending needs. Also, the
fixed-charge coverage is well above the in-
dustry average. The company merits a Fi-
nancial Strength rating of A.
High-qual i ty CH Energy stock offers
an above-average yield,  even by ut i l i ty
standards. This ref lects the fact that the
dividend hasn't been raised since the late
1990s. Although we project that dividend
growth wi l l  resume over the 3- to 5-year
period, because the stock is already trad-
ing well within our 2010-2012 Target Price
Range,  total~return potent ia l  over that
t i m e  i s  subpa r .  C H  E ne rgy  has  been
viewed as a takeover candidate for several
years, but we do not advise investors to
purchase this equity with the hope that a
buyout will occur,
Paul E. Debbas, CFA

We have cut our earnings estimates
for CH Energy Group. We had expected
third-quarter earnings to decline from the
unusually high level of 2006, but the drop
was steeper than we had estimated, In ad-
dition, Central Hudson Gas and Electric is
experiencing decelerating customer
growth, which stems from the troubles in
the housing market. This has caused elec-
tric and gas sales to fall below the levels
that were assumed in the utility's last rate
order, which was issued in 2006 and is in
ef fect  unt i l  mid-2009.  On the nonut i l i ty
end, the company's ethanol plant is experi-
encing a difficult commodities market, al-
though i t  should be noted that  this is a
small equity investment, at just $2.7 mil-
l i on .  Pu t t i ng  i t  a l l  t oge t he r ,  w e  have
lowered our 2007 share-earnings estimate
from $2.70 to $2.60 and have reduced our
2008 forecast  f rom $2.85 to $2.80,  The
stock is ranked 3 (Average) for Timeliness.
The company's Gri ff i th  Energy sub-
sidiary continues to expand through
acquisitions. This heating oil distributor
has spent  approximately $16 mi l l ion on
eight acquisitions so far in 2007. There are
ample opportunities for expansion, and not

I ' l l

47/1
38,9

Target Price Range
2010 2012

1 2 0
1 0 0

8 0
6 4

4 8

3 2

2 4
2 0
1 6

1 2

-

(A) Diluted earnings. Excl. nonrecurring gains: 'DBZ $2992 mill., $189s Ish  ( D ) In mill.
100

Price Growth Persistence
Earnings Predictability

inks report due late Jan, (B) Div'ds historically
'92, 10¢, '02, 12¢, '06, 17¢; gain from discon- paid in early Feb., May, Aug., and Nov. l Div'd
linked operation: '02, 29¢. '05 & '06 earnings reinvestment plan available. t Shareholder in-
don't add to total due to rounding. Next eam- vestmenl plan available. (C) Incl. intangibles. In

2007, Value Line Puhlishirl, Inc. All rights reserved. Factual material is obtained from sources believed to be
THE PUBLISHER IS NOT RE PONSlBLE OR ANV ERRORS OR OMISSIONS HERElN. The publication re strictly
ml it may be reproduced, resold, stored or transmitted in any printed. electronic or other form, nr used for generating or ma

Company's Financial Strength
(E) Rate base: Net orig. cost. Rate allowed on | Stock's Price Stability
com. et, in '06: 10.5%, earned on avg. com.
et., '06: 8.D%. Regulatory Climate: Average.

refable and is provided wilhuul warranties al any land.
lot subscribers own, non-commercial, internal use, No part 1
rkeiing any printed or electronic publmalion. service Ur product.
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CENT. VERMONT P.S. NYSE-CV
RECENT
PRICF 28.30 18.0m )PIE

RATIO 18.7(8:3::s§ 38813 1.11
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YLD 3.3% VALUE

LINE

TIMELINESS 4
3

Luwered 11l16l07

S A F E W Raised9/7101

T E C H N I C A L 3 l_gwe[€d l1 ]2 ]07
BETA 1 . 0 0  ( 1 . 0 0  M a r k e t )

Pr i c e
3 5
2 5

H'g h
L a w

An n 'l  T o ta l
Re t u r n

9 %
1 %

2 0 1 0 - 1 2  P R O J E C T I O N S

Ga i n
( + 2 5 % l
( - 1 0 %

tn Buy
Options
tn Sell

Insider Decisions
D J F M A M J J A
0 0 0 0 0 0 0 0 0
0 0 0 5 0 0 0 0 0
0 0 0 3 0 0 0 0 0

I n s t i t u t i o n a l  D e c i s i o n s
4a2oos 192007

3 7 4 9
2 4 2 4

3 3 2 2 3 5 2 0

202007
6 2
3 5

5 0 0 9

to Buy
(0 Sell
Hld'slOMI)

H i g h :
L o w :

15.1
12.0

15.4
10.4

144
9.6

13.0
9.8

19.6
11.6

19]
15,7

2 4 . 5
1 8 . 5

24.1
18.5

23.7
15.3

23.9
16.1

41.1
22.5 2011

LEGENDS
0.97 x Dlvidends 9 sh

. Br}n\eres Rate
Relative nee Strength
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Options: No
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STOCK INDEX
4 5 . 2 1 2 .5
6 3 . 3 5 0 . 1

1 1 8 3 1 4 5 . 8

1  y r .
3  y r
5  y r .

6
4
2

Percent
shares
traded

II I 1 I Ir I'll m, IIIIIII
I

:I I III I I

I I I I I l s

I I

III I
I in I i .I

I
I

I
2 0 0 0

2 9 . 0 2

2 . 6 0

1 .14

. 8 8

1 . 4 0

1 6 .5 7

1 1 .5 1

9 . 7

.63

8.0%

3 3 3 . 9

1 4 . 8

39.5%

.7%

4 3 .7 %

50.0%

3 8 1 ]

3 1 1 . 0

5.7%

6.9%

6.9%

I
1 9 9 1 1 9 9 2 1 9 9 3 1994 1995 1 9 9 6 1 9 9 7

2 1 . 6 0

2 . 7 7

1 .6 5

1 .3 9

2 4 5 9

2 . 9 6

1 .7 1

1 3 9

2 4 1 6

2 .9 4

1 6 4

1 . 4 2

2 3 . 8 3

2 . 6 9

1 . 2 9

1 . 4 2

2 4 , 8 7

2 . 9 7

1 . 4 7

.B0

2 5 .2 4

2 . 9 7

1 .4 1

.8 4

2 6 . 6 8

2 . 8 1

1 .3 2

. 8 8

1 .7 5

14 .03

1 . 8 3

1 4 2 1

1 .7 7

1 5 . 0 3

1 . 9 3

1 4 . 5 6

1 . 8 4

1 5 .5 1

1 .6 5

1 6 .1 9

1 .2 1

1 6 .3 8

1 0 .8 1 1 1 2 0 1 1 . 5 6 1 1 . 7 3 1 1 .5 9 1 1 5 2 1 1 .4 2

11 .4

. 7 3

7.3%

1 2 . 6

. 7 6

6.4%

1 4 . 3

.8 4

6 .0 %

1 2 . 3

.81

8 .9 %

9 . 3

.62

5.8%

g . 5

.60

6.3%

9 . 3

.5 4

7 .2 %

1 9 9 8

2 6 . 5 1

1 .64

, 1 8

. 8 8

1 .5 9

1 5 . 6 3

1 1 . 4 6

N M F

N M F

6 .8 %

3 0 3 , 8

4 . 0

3 .5 %

2 .5 %

3 4 .1 %

5 7 .5 %

3 1 1 . 5

31Q,g

2.9%

1.9%

1.1%

1 9 9 9
36 .61

2 . 7 6

1 .2 8

. 8 8

1 .3 7

1 6 .0 5

1 1 4 7

9 . 5

.54

7.2%

4 1 9 , 8

1 6 .6

38.5%

.2%

44.9%

48.5%

379.4

3 1 4 ]

5.8%

7.9%

8.0%

2 0 0 1 2002 2003 2004 2005 2006 2007 2008 © VALUE L INE PUB. ,  INC

2 6 . 0 5

2 . 3 9

. 9 3

. 8 8

2 5 .8 4

3 .01

1 .54

a s

2 5 . 9 2

2 . 8 0

1 4 1

s o

2 4 1 8

2 . 5 6

1 . 2 5

9 2

2 5 3 5

1 4 2

.OB

9 2

3 2 . 1 5

3 4 1

1 . 5 3

. 9 2

3 2 . 0 5

3 . W

1 . 4 0

. 9 2

3 3 . 6 5

3 . 1 5

1 . 5 0

. 9 2

Re v e n u e s  p e r  s h

" C a s h  F l o w "  p e r  s h

E a r n i n g s  p e r c h  A

D i v ' d  D e c l ' d  p e r  s h  B l

3 5 . 5 0

3 . 3 0

1 . 6 5

. 9 2

1 . 4 7

1 5 . 8 1

1 2 3

1 6 . 8 3

1 2 8

1 7 . 8 9

1 . 6 6

1 8 4 9

1 .4 3

1 7 .7 0

1 , 9 2

1 7 . 7 0

3 . 6 0

1 8 . 4 0

2 . 4 0

1 9 . 0 0

Ca p ' l  Sp e n d i n g  p e r  s h

B o o k  V a l u e  p e r  s h  c

2 . 3 5

2 1 . 2 0

1 1 . 6 1 11 .74 1 1 8 1 1 2 . 1 9 1 2 .2 8 1 0 .1 3 1 0 . 3 0 1 o .4 0 C o m m o n  S h s 0 u t s t ' g  o 1 0 . 7 0
1 7 . 8

. 9 1

5 .3 %

1 1 4

,62

5 0 %

1 4 .3

. 8 2

4 .4 %

1 7 .1

. 9 0

4 .3 %

N M F

N M F

4 .6 %

1 2 .7

. 6 9

4 4 %

Bold fig
Value
destin

res  a re
Line
: t e a

Av g  An n ' l  PE Ra t i o

Re la t iv e  PIE Ra t io

Av g  An n ' l  Div 'd  We ld

1 8 . 0

1 . 2 0

3 . 1 %

3 0 2 . 5

1 2 , 4

3 0 0 4

2 0 . 0

3 0 6 . 0

1 B 4

3 0 2 . 2

1 5 . 6

3 1 1 .4

1 4

3 2 5 1

1 8 . 5 0

3 3 0

1 5 . 0

350
16.0

Revenues ($mill)
Net Profit ($miII)

3 8 0

1 8 . 0

4 3 . 4 %

.7 %

37.B%

.5%

3 2 3 %

1 %

1 8 . 4 %

1 . 3 %

18.4%

7 .4 %

3 5 .1 %

.8%

3 5 . 0 %

1 . 0 %

3 5 . 0 %

1 . 0 %

In c o me  T a x  Ra t e

AF UDC %  t o  Ne t  Pr o f i t

3 5 .0 %

1.0%

4 5 5 %

4 8 . 4 %

4 1 .0 %

5 4 .1 %

3 7 6 %

57.8%

3 5 .8 %

5 0 .4 %

3 4 1 %

6 1 3 %

3 9 .2 %

5 7 .3 %

4 0 .0 %

5 7 .0 %

4 0 .5 %

5 6 .5 %

L o n g - T e r m De b t  Ra t i o

C o m m o n  E q u i t y  R a t i o

3 9 . 0 %

5 8 .0 %

3 7 9 . 2

3 0 8 . 6

3 6 5 . 3

3 0 4 5

3 6 5 . 7

2 9 B.7

3 7 3 .4

2 9 9 . 5

3 5 1 . 5

3 0 1 . 2

3 1 3 . 0

3 0 8 .8

3 2 5

3 3 0

350
335

Total Capital($mill)
Net Plant ($mill)

3 9 0

3 6 0

5 .0 %

6 0 %

5 .8 %

7 .2 %

9.3%

9 3 %

6 .8 %

8 0 %

8.1%

5 .4 %

6 5 %

5 .5 %

1.4%

.6%

5 %

7 .1 %

9 1 %

1 D 1 %

6 .0 %

7 .5 %

7 .5 %

5.5%

7.5%

8 .0 %

Re t u r n  o n  T o t a l  Ca p ' l

R e c u r  o n  S h i .  E q u i t y

R e c u r  o n  C o m  E q u i t y  E

6 . 0 %

7 ,5 %

s . 0 %

C A P I T A L  S T R U C T U R E  a s  o f  6 1 3 0 1 0 1
T o t a l  D e b t  $ 1 3 3 . 2  m i l l .  D u e  i n  5  Y r s  $ 3 8 . 4  m i l L
L T D e b t $ 1 1 6 . 0 mill. L T  I n t e r e s t $ 7 . 8  m i l l .

In c l .  $ 5 . 2  mi l l .  c a p i t a l i z e d  l e a s e s .
( L T  i n t e r e s t  e a me d t  3 , 7 x)
P e n s i o n A s s e t s - 1 2 / 0 6 $ 8 6 . 1  mi l l .  Ob l i g . $ 1 0 3 . 9
mi l L
Pf d  St o c k  $ 1 0 . 1  mi l l . P f d D i v ' d  $ . 4  m i l l .
In c l .  3 7 , 8 5 6  s h e .  4 . 1 5 % ,  1 0 , 0 0 0  s h e .  4 . 6 5  A,
1 7 , 6 8 2  s h e ,  4 . 7 5 % ;  1 5 , 0 0 0  s h e .  5 . 3 7 5 % §  5 0 , 0 0 0
s h e .  8 .1 1 0 % ,  a l l  c u m.  a n d  $ 1 0 0  p a r .

C o m m o n  S t o c k 1 0  1 9 4 , 5 3 1  s h e .  a s o f 7 / 3 1 / 0 7

M A R K E T  C A P :  $ 3 0 0  m i l l i o n ( S m a l l  C a p )

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S
2 0 0 4 2 0 0 5
+ 2 . 0 + 2 . 6

1 1 3 2 7 1 1 5 0 9
8 . 2 9 8 .  18
4 6 9 N A
4 2 7 N A
N I A N A

+1  . 0 + 1  . 2

2 0 0 6
- . 6

1 0 0 1 5
8 . 1 5

N A
N A
N A

+ 1 . 3

%  Change Retail Sales (KWH)
Avg Indus Use (MVMwH
Avg Induct Revs. (48 (¢)
Capacity at Peak( )
Peak Load, Winter (Mw]
Annual Load Fader (n
%  Change Customers yr-end)

2 4 7 6 1 3 3 4Fixed Charge Cov. (% ]

A N N U A L R A T E S
of change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

P a s !
10 Yrs .

1 . 0 %
- 1  . 5 %
- 3 . 5  / ,
- 1  . 0 %
1 . 5 %

E s t ' d  ' 0 4 - ' 0 6
to  '10 - ' t2

4 . 5 %
5.  0%
9 . 0 %

N i l
3 . 0 %

P a s t
Y rs .

- 2 . 0 %
- 1 . 0 %
- 2 . 5 ° /
1 . 0 %
2 . 0 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

F u l l
Y e a r

2004

2005

2006

2007

2008

6 7 . 6

7 5 . 1

7 9 . 0

7 7 . 4

8 1 . 0

7 2 . 8

7 5 . 0

7 9 . 9

7 9 . 2

8 7 . 0

7 7 . 7

8 5 . 6

8 4 . 5

8 6 . 7

9 1 . 0

8 4 . 1

7 5 . 7

8 2 . 3

8 6 . 7

9 1 . 0

3 0 2 . 2

3 1 1 . 4

3 2 5 . 7

3 3 0

3 5 0

C a n
e n d e r

EARNINGS PER SHARE A

M a r . 3 1 J u n , 3 0  S e p . 3 0 D e c . 3 1
F u l l

Y e a r

2004

2005

2005

2001
2008

. 1 4

. 0 6

. 5 7

. 4 0

. 3 5

. 3 4

. 2 2

. 6 6

. 4 1

. 4 5

. 5 1

d . 4 1

. 3 2

. 5 5

. 5 5

. 2 6

. 2 1

. 0 8

. 0 4

. 1 5

1 . 2 5

.UB

1 . 6 3

1 . 4 0

1 . 5 0

C a l -
e n d a r

QUARTERLY DIWDENDS PAIDBu

Mar.31 Jun.30 Sep.30 Dec.31
F u l l

Y e a r

2003

2004

2005

2006

2007

. 2 2

. 2 3

. 2 3

. 2 3

. 2 3

. 2 2

. 2 3

. p a

. 2 3

. 2 3

. 2 2

. 2 3

. 2 3

. 2 3

. 2 3

. 2 2

. 2 3

. 2 3

. 2 3

. 2 3

. 8 8

. 9 2

. 9 2

9 2

2.4%

7 4 %

NMF

NMF

2.5%

72%

t . 5 %

8 0 %

5 %

9 2 %

3 8 %

6 1 %

3 .2 %

6 3 %

1 5 %

78%

NMF

NMF

4 .6 %

5 5 %

2.5%

6 9 %

3 .0 %

6 2 %

Re t a i n e d  t o  Co m Eq

Al l  Div 'd s  to  Ne t  Pro f

3 .5 %

5 7 %

2 9 %  e n t i t l e m e n t  t o  V e r m o n t  Y a n k e e  N u c l e a r  p l a n t  o u t p u t .  D i v e s t e d
C o n n e c t i c u t  V a l l e y  E l e c t r i c  C o . ,  1 / 0 4 ,  ' 0 6  d e p r e c i a t i o n  r a t e :  3 . 2 % .

H a s  5 3 5  e m p l o y e e s .  C h a i r p e r s o n :  M a r y  A l i c e  M c K e n z i e .  P r e s i d e n t

8  C h i e f  E x e c u t i v e  O f l i c e n  R o b e r t  H .  Y o u n g .  i n c o r p o r a t e d :  V e r m o n t .

A d d r e s s :  7 7  G r o v e  S L ,  R u t l a n d ,  V e r m o n t  0 5 7 0 1 .  T e l e p h o n e :  8 0 2 -

7 7 3 - 2 7 1 1 .  l n l e me t :  w v w w . c v p s . c 0 m.

B U S I N E S S : C e n t r a l  V e r m o n t  P u b l i c  S e r v i c e  C o r p o r a t i o n  s u p p l i e s

e l e c t r i c i t y  t o  1 5 3 , 0 0 0  c u s t o m e r s  i n  a  l a r g e  p o r t i o n  o f  Ve r m o n t .  2 0 0 6

e l e c t r i c  r e t a i l  r e v e n u e s :  r e s i d e n t i a l  3 8 % ;  c o m m e r c i a l ,  3 2 %  i n d u s -

t r i a l ,  1 2 % '  o t h e r ,  1 8 % .  ' 0 6  G e n e r a t i n g  s o u r c e s :  n u c l e a r ,  5 4 W  '

h y d r o ,  3 8 % ,  o t h e r ,  8 % .  P u r c h a s e d  p o w e r  c o s t s :  5 2 V  o f  ' 0 6  r a v e

h u e s .  O w n s  4 7 %  o f  V e r m o n t  E l e c t r i c  P o w e r  C o m p a n y  a n d  h a s

deliveries on one year's notice if hydro con-
ditions worsen. Negotiations for renewal of
both agreements are under way. To pro-
tect its supply, management is studying
the feasibility of building a gas-fired plant
with other utilities, is purchasing power
on the wholesale market, and is buying en-
ergy from cow waste.
We look for lower earnings in 2007.
Vermont Yankee's downtime for refueling
hurt second-quarter results. Other nega-
tives include the sale of excess power at
low pr ices and a storm  in Apr i l  that
boosted maintenance costs. Despite higher
rates and fewer common shares outstand-
ing, we estimate 2007 earnings will fall
14%, to $1.40 a share. An order on the
aforementioned rate request points to im-
provement in 2008. The stock is untimely,
These shares have little to offer utility
investors. The year-ahead yield is a full
percentage point below the industry norm,
and we don't expect a dividend hike in the
scope of our 3- to 5-year horizon. What's
more, i t  may be a while before major
rating organizations restore CV's finances
to an investment grade level.
Arthur H Medalist November 30, 2007

Central Vermont Public Service
awaits an order on its application for
higher rates. It asked for an increase of
$12.6 million to be operative next Febru-
ary let. The hike is needed to offset a
decline in prices received from the sale of
excess energy into the wholesale market
and to recover higher transmission costs.
In addition, CV seeks to recoup 2007 capi-
tal expenditures that have been raised to
$26 million from last year's $18 million
and will likely remain at the higher level
for some time to come. The proposal also
includes a power cost adjustment mechan-
ism and sharing of earnings with custom
ere. Too, it recommends a plan for making
rate adjustments over a three year period
without the need for periodic rate re-
quests. A regulatory order on the filing is
expected shortly,
The company is heavily dependent on
two energy sources. CV receives 40% of
its requirements from Energy's Vermont
Energy nuclear plant's output. The owner
is expected to seek an extension of the op-
erating license, which expires in 2012.
Hydro Quebec provides another 29% of the
company's needs, but i t can reduce

1 5 _ 4
9 . 6

Target  Pr ice  Range
2 0 1 0 2 0 1 2

64

48
40
32

24
20
16

12

8
- 6

Q

lull I H Ill Mn l iifii
"0 - 1 2

3 0 4 . 7

1 7 .2

3 4 .8 %

.6%

34.0%

57.7%

3 2 4 . 5

321 .6

6.7%

8.0%

8.1 %

'95 4¢, '96, 10¢, '97 a7¢, '00, 28¢, '01 d87¢,
eq in '07: 1075%, earned in '06: 8.9% Reg.
Clim; Below Avg

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

(A) Diluted egg. Excludes nonrecur.: '94, d14¢_

'02, net d1¢, '03, 12¢', '04, 65¢, '05, 40¢. Next
egg, report due mid-Feb. (B) Div'ds historically
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Price
35
20

H'gh
Law

Ann'l Trial
Return
10%
-2%

2010-12 PROJECTIONS

Gain
(+30%l
(-25%

Insider Decis ions

la Buy
Options
to Sell

F M A M J  J  A  s  o
0  0  0  0  0  0  0  0  0
0  0  0  4  0  0  0  1  0
0  0  0 1 0  o  0  0  1  0

Ins t itu t iona l D ec is ions
192007 291007 aazoov

88 96 97
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41756 4B523 48236

to Buy
iN Sell
Hld's(0l)ll

High :
Low:

14.6
12.8

16.6
12.4

17.8
14.1

28.3
15.1

27.3
19.2

249
9.7

184
11.0

20.8
16.2

24.4
18.9

26.2
20.5

29,8
22.1

LEGENDS
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2003

18.54

2.98

1.26

.90

1.5B

10.09

47.18

12.4

.71

5.8%

874.6

61.2

37.2%

5.8%

64.4%

33.B'A

1408.5

1417.1

6.7%

12.2%

12.5%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
7.58

1.76

.96

.66

7.88

1.78

.97

.69

8.54

1 .74

.89

.71

B.48

1.85

.96

.73

8.79

1.99

1.04

.75

9.70

2.11

1.12

.17

10.16

2.18

1.09

.79

11.46

2.2a

1.12

.81

17.12

2.36

1.19

.83

18.23

2.77

1.46

.as

2a.ss

2.94

1.51

.87

15.33

3.05

1.52

.90
1.23

6.76

1 .44
7.06

1.15

1.29

1.24

7.56

1.29

7.91

1.43

8.30

1.73

8.68

2.09

9.07

3.99

9.44

2.52

10.04

1.10

10.69

1.91

11.11
u.4a 44.51 44.71 44.78 44.85 44.91 44.93 44.97 44.88 44.99 44.96 47.04

10.1

.ea

6.4%

12.5

.76

5.7%

14.3

.BE

5.5%

12.1

.79

6.2%

11.6

.78

6.2%

11.9
.75

5.8%

12.5

.72

5.8%

14.4
.15

5.0%

13.4

.76

5.2%

13.2

.ea

4.4%

14.6

.75

3.9%

12.2
.67

4.8%

2004 2005 2006 2007 2008 o VALUE USE PUB., mc

15.03

2.55

1.32

.90

18.41

2.78

1.42

.90

17.38

2.10

1.36

.90

17.10

u s

1.30

.90

11.15

3.05

1.50

.90

Revenues per sh

"Cash Flor" per sh

Eamings per sh A

Div'd DecI'd per sh I I t

23.00

4.00

zoo

1.80
1.61

10.83

3.19

13.69

4.11

15.22

1.65

16.25

5.40
17.00

Clp'I Spending w sh
Book Value per sh c

1.75
19.50

49.62 49.99 51.57 50.00 s1.00 Common She Outst'g ° s4.oo
13.8

.73

5.0%

15.0

. to

4.2%

17.3

.93

3.8%

nun fig
Value
eslln

ties an
Line
Ilea

Avg Ann'l PIE Ratio

Riliiive PIE Ratio

Avg Ann'I Div'd Yield

14.o
.95

i n
745.a

66.1

920.2

75.0

1000.7

74.7

1025

a0.o

1150

90.0

Revenues (swim

N¢4 Plnfll ($mlII)
1475

130
35.2%

7.5%

39.2%

4.3%

35.0%

14.2%

38.5%

53.0%

38.5%

55.0%

Income Tax Rate

AFUDC % lo Net Mn:

38.5%

4.0%
44.5%

53.1%

46.3%

52.0%

40.9%

57.8%

45.5%

54.5%

51.0%

4s.ox

Long-Tenn Debt Ratio

Common Equity Ratio

50.0%

5o.0%
1011.6

1060.0

1315.9

1188.7

15156

13049

1790
mo

2115

1915

ml Capital (swim
Tm mm Ishim

2475

2050
8.9%

11.8%

11.9%

7.1%

10.6%

10.7%

6.3%

8.3%

8.3%

5.5%

1.0%

8.0%

6.0%

9.0%

9.0%

Recur on Teal Cap'I

Rnum on SM. Equlty

Rdum on Cum Equity E

7.0%

10.5%

10.5%

CAPrrAL STRUCTURE ll M913N117
Total Debt $779.1 mill. Due In 5 Yrs $275.5 mill.
LT Debt $654.1 mill. LT  Imenst $43.2 mill.
(LT interest earned: 3.4x)

Leases, Uncapitalized Annual rentals $5.4 mill.
Pension Assets-12/06 $250.5 mill. Oblig. $267.3
mill.
Hd Start $1.0 mill. PM Div 'd 5.1 mill.
Induces 10.288 shares 8.125°A. each eonvenible
into 9.6 common shares. callable at $100.a125.
Common Stock 60,007,352 she.
as of 1orJnm1
MARKET CAP: s1.s billion (Mid Cap)

csELECTRIC OPERATING STATISTI

Aw

AlllJdLo¢Fld!*' 2005
=2

4245
122
2030
2014
512
+8

2008
*2A
4496
165
2124
2137
5&0
+.5

2004
*2.6
4194
557
2190
1940
sao
+1.8

4chI?¢~¢asa¢00mI

""11433 ac)

a I
PdLod.Sil1Inl' I

as Change Custamaslvg.)

Fnaa1al;=c<w(\sl 2 4 7174 227

Past
5 Yrs.

Past
10 Yrs.

-3.0° /
- . 5%

ANNUAL RArES
ml change (per sh)
Revenues
"Cash Flow "
Eamings
Dividends
Book Value

Est'd '04-'06
to '10~'12

5.0%
7.0%
6.5%

1 .0% 6.5%
5.5% 6.5%

6 . 5 %
3.0%
3.0 A
2 .0%
5.5%

Cal-
endar

QUARTERLY REVENUES Is mill.)
llar.31 Jun.30 Sep.30 Dec.31

Full
Year

2 0 0 4

2 0 0 5

g o o s

2 0 0 7

2 0 0 1

166.6
172.1
223.4

223.8
255

166.3

194.1

251.0
261.5
285

229.4

283.7
294.1
311.7

350

183.5
270.3
232.2

22a
260

745.8

920.2
1000.7
1025

1150

Cal-
endar

Ennwlncs PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2 0 0 4

2 0 0 5

g o o s

2 0 0 7

2 0 0 0

.22

.40

.44

.25

.35

.26

.18

.23

.14

.25

.27

.03
.19

.19

.25

.56

.82

.50

.72

.65

1.32
1.42

1.35
1.30

1.50

Cal-
endar

QUARTERLYDMDENDSPAID B l 1
Mar.31 Jun.J0 Sep.30 Dec.31

Full
Year

2 0 0 3

2 0 0 4

2 0 0 5

z o o s

2 0 0 7

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.225

.90

.90

.90

.90

455.2

52.5

515.2

53.8

768.2

56.8

820.0

69.3

1o5a.s

72.3

721.2

74.2

34.6%

1.5%

33.1%

3.2%

32.4%

10.6%

33.5%

12.1%

34.7%

16.7%

36.9%

12.6%

46.2%

49.2%

43.6%

51.9%

56.2%

41.0%

57.9%

391%

55.2%

42.4%

s0.0v.

3&2%

792.1

1025.6

786.2

1089.8

1032.1

1211.6

1139.2

1232.8

1134.7

1224.7

144a.7

1566.2

8.1%

12.3%

12.9%

8.3%

12.1%

12.7%

6.9%

12.5%

12.9%

8.3%

14.4%

14.9%

a.6%

14.2%

14.6%

1.1%

12.8%

13.1%

3.9%

71%

3.8%

11%

4.2"/u

69%

65%

57%

6.5%

57%

5.5%

58%

3.5%

72%

3.9%

68%

4.1%

62%

3.0%

55'/»
2.5%

68%

3.5%

60%

Retained to Com Et

All Div'ds to Nd Prof

1.5%

64%

BUSINESS! Cleoo  Corpo ration is a ho lding company lo t Cleco
Power, which supplies dedric i ty lo  about 268,000 customers in

central Louisiana. Through subsidiaries. has about 1,350 mega-
watts o f  who lesale capaci ty.  E lectr ic  revenue breakdown, '06:

residential, 46 A: oommerdal, 23 /~: industrial, 15/.1 o ther. 15A.

Larges t  indus t r ia l ws to mers  are paper mi lls  and o ther wo o d-

product industries. Generating sources, '06: goal is lignite, 31%.
gas & dl, 13%; purchased. 56%. Fuel costs: 64% al revenues. '06
reported depress. rate (utility): 33%. Has 1,200 employees. Chair-

man: J. Patrick Garrett. President 8. CEO: Michael H. Madison. inc.:
Louisiana. Address: P.O. Box 5000, Pinevi lle, Louisiana 71361-
5000. Tel.: 318484-7400. Internet: www.cleco.0om.

e x -
p r o b a b l y  w a s n ' t  e n o u g h  t o

p r o f i t t h e
p r i s o n
p r e v e n t  a d e c l i n e  i n y e a r
t h a t  i s  j u s t  e n d i n g .  E a m i n g s  f e l l  s h a r p l y
i n  t h e  f i r s t  h a l f  o f  2 0 0 7  b e c a u s e  i n  t h e  f i r s t
h a l f  o f  2 0 0 6  C l e c o  r e c o r d e d  i n c o m e  f r o m
C a l c i n e ' s  l e t t e r s  o f  c r e d i t  f o l l o w i n g  i t s
b a n k r u p t c y  f i l i n g .  A l s o .  i n  t h e  s e c o n d  p e r i -
o d  o f  2 0 0 7 .  t h e  u t i l i t y  i n c u r r e d  $ 0 . 0 6  a
s h a r e  i n  c o s t s  a s s o c i a t e d  w i t h  a  s c h e d u l e d
m a i n t e n a n c e  o u t a g e  a t  a  b a s e - l o a d  g e n e r a -
t i n g  p l a n t .  T h e  s t o c k  i s  r a n k e d  4  ( B e l o w
A v e r a g e )  f o r  T i m e l i n e s s .  O u r  s h a r e - n e t  e s -
t i m a l e  i s  a t  t h e  u p p e r  e n d  o f  C l e c o l s  g u i d -
a n c e  o f  $ 1 . 2 0 - $ 1 . 3 0 .
W e  l o o k  f o r  h i g h e r  e a r n i n g s  i n  2 0 0 8 .
T h e r e  i s  l i k e l y  t o  b e  a n  i n c r e a s e  i n  t h e  a l -
l o w a n c e  f o r  f u n d s  u s e d  d u r i n g  c o n s t r u c -
t i o n  a s  t h e  b u i l d i n g  o f  R o d e m a c h e r  3  c o n -
t i n u e s . W e  e x p e c t  m o d e s t  g r o w t h  i n
k i l o w a t t - h o u r  s a l e s ,  t o o .  C l e c o  h a s  n o t  y e t
e s t a b l i s h e d  a n  e a r n i n g s  t a r  e t  f o r  2 0 0 8 .
W e  d o n ' t  r e c o m m e n d  ¢ § i s  s t o c k .  I t s
y i e l d  i s  a  b i t  b e l o w  a v e r a g e  f o r  a  u t i l i t y ,
a n d  d i v i d e n d  g r o w t h  i s n ' t  l i k e l y  t o  r e s u m e
f o r  a  f e w  y e a r s .  A l s o ,  t h e  s t o c k  i s  t r a d i n g
w e l l  w i t h i n  o u r  3 -  t o  5 - y e a r  T a r g e t  P r i c e
R a n g e .
P a u ]  E .  D e b b a s ,  C F A

C l e c o ' s  R o d e m a c h e r  U n i t  3  p r o j e c t  i s
o n  s c h e d u l e  a n d  o n  b u d  e t .  C l e c o
p a c t s  t o  s p e n d  $ 1  b i l l i o n  t o  b u i l d  t h e  6 0 0 -
m e g a w a t t  s o l i d - f u e l  f a c i l i t y ,  w h i c h  w i l l
p r o b a b l y  u s e  p e t r o l e u m  c o k e  a s  t h e  p r y
m a y  f u e l  s o u r c e .  T h e  c o m p a n y  w i l l  f i -
n a n c e  c o n s t r u c t i o n  w i t h  t h e  p r o c e e d s  f r o m
a  2 0 0 6  s t o c k  s a l e ,  d e b t ,  a n d  t h e  c a s h  r e -
c e i v e d  f r o m  t h e  r e s o l u t i o n  o f  a  b a n k r u p t c y
c l a i m  a g a i n s t  C a l p i n e  ( w h i c h  w a s  a  p a r t -
n e r  i n  t h e  A c a d i a  g a s - f i r e d  p r o j e c t  t h a t  i s
s t i l l  5 0 % - o w n e d  b y  C l e c o ) .  O n c e  t h e  p l a n t
e n t e r s  c o m m e r c i a l  o p e r a t i o n  i n  t h e  f o u r t h
q u a r t e r  o f  2 0 0 9 ,  i t  w i l l  l e s s e n  t h e  u t i l i t y ' s
r e l i a n c e  o n  c o s t l y  a n d  v o l a t i l e  g a s  a n d  p u r -
c h a s e d  p o w e r .  E v e n  w i t h  t h e  n e w  p l a n t .
h o w e v e r .  C l e c o  w i l l  s t i l l  n e e d  a d d i t i o n a l
c a p a c i t y ,  s o  t h e  c o m p a n y  i s  n o w  e v a l u -
a t i n g  t h e  s u b m i s s i o n s  t h a t  r e s u l t e d  f r o m
i t s  r e q u e s t  f o r  p r o p o s a l s .
C l e c o  p l a n s  t o  f i l e  a  r a t e  c a s e  i n  t h e
f o u r t h  q u a r t e r  o f  2 0 0 8 .  T h i s  w o u l d  e n -
a b l e  i t  t o  p l a c e  R o d e m a c h e r  3  i n  r a t e s .  T h e
n e w  u n i t  w o u l d  e s s e n t i a l l y  d o u b l e  t h e  s i z e
o f  t h e  u t i l i t y ' s  r a t e  b a s e .  C l e c o  h a s n ' t  h a d
a  b a s e  r a t e  i n c r e a s e  s i n c e  1 9 8 5 .  m o r e  t h a n
2 0  y e a r s  a g o .
A  s t r o n g  t h i r d - q u a r t e r  e a r n i n g s  c o m - D e c e m b e r  2 8 ,  2 0 0 7

l u llllll Illlllll

18.1
14.3 Target Price Range

2 0 1 0  2 0 1 1  2 0 1 2
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don'l add due to rounding. Next egg. report due dead chge. In '06: $5.30lsh, (D) In mill., adj. for | Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Primary EPS through '96, then diluted.
Excl. nor rec. gains (losses): '00, 5¢, '02, (5¢), late Feb. (B) Div'ds historically paid in mid- split, (E) Rate base: Net orig. cost. Rate all ld
'03, ($2.05); '05, $2.11, '07, $1.22: losses ham Feb., May, Aug., and Nov. I Div'd reins. plan on com. eq, in '061 11.65%, earned on avg.
disc. ops.: '00, 14¢, '01, 4¢. '04 & '05 EPS avail. t Shareholder invest. plan avail. (C) Ind. com eq., '06: 9.3% Regulatory Climate: Avg.
ea 2001, Value Line Publishing, inc. All rights resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. 1
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DIVD
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53.4
33.6

39.5
26.2

43.4
31.4

45.4
32.7

46.0
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2002

3 9 . 6 5

5 .4 4

3 . 1 3

2 . 2 2

5 6 8

2 7 . 6 8

2 1 3 , 9 3

1 3 . 3

. 7 3

5 .3 %

8 4 B 2 0

6 B2 . 1

3 6 .9 %

2 .2 %

5 0 .1 %

4 8 .1 %

1 2 3 0 2

1 3 3 2 9

7 .1 %

11.1%

1 1 , 3 %

l
I

I I
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4 I I

I I u I I I  l l Illllll Inm lllll I I I| I
2001

4 5 4 1

5 . 7 0

3 , 2 1

2 2 0

5 . 2 0

2 6 . 7 1

2 1 2 . 1 5

1 2 . 0

. 6 1

5 . 7 %

9 6 3 4 . 0

6 9 5 8

4 0 . 0 %

1 . 3 %

4 8 . 2 %

4 9 . 6 %

1 1 4 1 7

1 2 2 4 8

7 . 8 %

1 1 .8 %

1 2 . 0 %

2003
4 3 . 5 1

5 . 1 2

2 . 8 3

2 .2 4

5 . 7 2

2 8 .4 4

225 .B4

1 4 . 3

.BE

5 .5 %

9 8 2 7 . 0

6 3 9 . 0

3 3 .7 %

4 . 2 %

5 0 .4 %

4 8 .0 %

1 3 3 6 9

1 5 2 2 5

6 .3 %

9 .6 %

9 .8 %

2004
4 0 . 2 4

4 . 5 4

2 . 3 2

2 . 2 6

5 . 6 0

2 9 . 0 9

2 4 2 .5 1

1 8 . 2

. 9 8

5 .3 %

9 7 5 B. 0

5 6 0 . 0

3 4 .3 %

7 .7 %

4 7 .4 %

5 1 .0 %

1 3 8 2 8

1 6 1 0 6

5 .6 %

7 .7 %

7 .8 %

2005
4 7 . 6 8

5 . 2 7

2 . 9 9

2 . 2 8

6 . 5 9

2 9 . 8 0

2 4 5 . 2 9

15 .1

. s o

5 .0 %

1 1 6 9 0

7 1 9 . 0

3 3 .6 %

2 .2 %

4 9 .6 %

4 9 .0 %

1 4 9 2 1

1 7 1 1 2

6 3 %

9 .6 %

9 .7 %

2006
4 7 .1 4

5 . 2 8

2 . 9 5

2 . 3 0

7 . 1 7

3 1 . 0 9

2 5 7 . 4 6

1 5 . 5

.8 4

5 .0 %

1 2 1 3 7

7 4 9 . 0

3 5 .2 %

1 . 6 %

50.2%

4 8 . 5 %

1 6 5 1 5

1 8 4 4 5

6 .0 %

9 .1 %

9 .2 %

2007
4 8 . 0 5

5 . 7 5

3 . 3 0

2 . 3 2

7 . 3 5

3 1 . 2 5

2 7 2 . 0 0

Bold fig
Value
eslln

1 3 0 7 0

9 0 0

3 5 . 0 %

3 . 0 %

4 8 . 5 %

5 0 . 5 %

1 8 4 3 5

1 8 9 4 5

6 .5 %

9 . 5 %

9 . 5 %

2008 © VAL UE L INE PUB. ,  INC1991 1992 1993 1994 1995 1996 1997 1998 1999

2 5 . 7 2

3 . 9 0

2 . 3 2

1 . 8 6

2 5 . 3 6

4 , 0 6

2 . 4 6

1 . 9 0

2 6 . 7 3

4 . 3 8

2 . 6 6

1 .9 4

2 7 . 1 3

4 , 7 7

2 . 9 8

2 . 0 0

2 7 . B2

4 . 8 7

2 . 9 3

2 , 0 4

2 9 . 6 2

4 , 9 7

2 9 3

2 . 0 8

3 0 .2 4

5 . 0 8

2 . 9 5

2 . 1 0

3 0 . 4 6

5 . 2 9

3 .0 4

2 . 1 2

3 5 .0 4

5 .7 4

3 . 1 3

2 .1 4

3 . 3 9

2 0 . 1 8

3 . 4 0

2 0 . 8 9

3 . 3 7

2 1 . 6 3

3 . 2 2

2 2 . 6 2

2 , 9 5

2 3 . 5 1

2 .B7

2 4 . 3 7

2 . 7 8

2 5 . 1 8

2 6 6

2 5 . 8 8

3 , 1 7

2 5 ,3 1

2 2 8 .3 3 2 3 3 . 9 3 2 3 4 . 3 7 2 3 4 .9 1 2 3 4 . 9 6 2 3 4 .9 9 2 3 5 ,4 9 2 3 2 , 8 3 2 1 3 ,8 1

1 0 . 8

. 6 9

7 .5 %

1 1 . 9

. 7 2

6.5%

1 3 . 1

. 7 7

5 .6 %

9 . 3

. 6 1

7 .2 %

e a

. 6 6

7 .1 %

10 .1

. 6 3

7 0 %

1 0 . 9

. 6 3

6 5 %

1 5 . 3

, 8 0

4 .6 %

1 4 . 0

8 0

4 3 %

2000
4 4 . 4 8

5 . 5 1

2 .7 4

2 . 1 8

4 . 5 2

2 5 . 8 1

2 1 2 .0 3

1 2 .0

. 7 8

6 .6 %

9 4 3 1 .4

596.4

34.8%

1.2%

4 8 .6 %

4 9 .1 %

1 1 1 3 7

1 1 8 9 3

7 .0 %

10.4%

10.7%

4 9 . 2 5

6 . 1 0

3 . 4 0

2 . 3 4

Re v e n u e s  p e r  s h

"Ca s h  F l o w" p e r  s h

Ea mi n g s  p e r  s h  A

Di v 'd  De c l 'd  p e r c h e  I

5 3 . 9 5

6 . 8 0

3 . 5 0

2 . 4 0

7 . 4 5

3 5 . 9 0

Ca p ' I  Sp e n d in g  p e r  s h

Bo o k  Va lu e  p er  sh  c

6 . 1 0

4 0 . 6 0

2 7 3 . 0 0 C o m m o n  S h s 0 u t s t ' g 2 7 8 . 0 0

urea an
L i m
mies

A v g  A n n ' l  P l E  R a t i o

Re l a t i v e P IE  R a t i o

Av g  An n ' l D i v ' d Yl e l d

1 4 . 5

. 9 5

4 . 8 %

13450
930

Revenues ($milI)
Net Profit ($mIII)

1 5 0 0 0

9 a 0

3 5 . 0 %

3 . 0 %

I n c o me T a x Ra t e

AF IJ DC % t o  Ne t  Pr o s t

3 5 . 0 %

3 . 0 %

4 8 . 0 %

5 1 . 0 %

L o n g -T e r m De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

4 7 . 0 %

5 2 .5 %

1 9 2 2 0

2 0 2 4 5

Total Capital ($miII)
Nd Plant  ($mill)

2 1 6 0 5

2 2 9 6 0

6 . 5 %

9 . 5 %

9 .5 %

Retu rn  o n  T o ta l  Cap ' l

R e t u r n o n Sh r . Eq u i t y

Re t u r n  o n  Co m Eq u i t y  D

6 . 0 %

8 . 5 %

8 . 5 %

C A P I T A L  S T R U C T U R E  a s  o f  9 / 3 0 / 0 7
T o t a l  De b t  $ 9 1 9 0  mi l l . D u e  i n  5  Y r s  $ 2 9 0 5 mi l l .
L T  De b t  $ 7 7 7 8  mi l l . L T  I n t e r e s t  $ 5 0 5 . 0 mi l l .

( L T in te re s t  e a rn e d :  3 .6 x )
Pen s io n  Asse ts -12 /06  $8 .1  b i l l .  Ob lo n g .  $8 .3  b i l l .

Pf d  St o c k  $ 2 1 2 . 6  mi l l . Pf d  Di v ' d  $ 1 2 . 5  mi l l .
1 . 9 1 5 3 1 9  s h e .  $ 5  c u m.  n o  p a r ,  c a l l ,  $ 1 0 5  a  s h . ,
3 7 5  6 2 6  s h e ,  4 , s 5 % c u m.  $ 1 0 0  p a r ,  c a l l .  $ 1 0 1  l o
$ 1 0 2 . 5 0  a  s h .  Si n k i n g  F u n d  e n d s  2 0 0 9 .

C o m m o n  S t o c k  2 7 1 , 5 1 5 , 8 2 2  s h e .  a s  o f  1 0 / 3 1 / 0 7
M A R K E T  C A P :  $ 1 2 . 9  b i l l i o n  ( L a r g e  C a p )

I'

ELECTRIC OPERATING STATISTICS
2004 2005
-2.8 -1.B
N A N A
N A N A
565 5 6 5

11327 13059
N M F N M F
+.6 +.8

2006
-LE
N A
N A
565

13141
NhAF
+ 3

% Ru~ ~Sd WWW
A»8%§ Use "M

8&9?383?&3 In

mMz:4*wr"=
% Change CnslnmasM

Fled cw cw. r/.) 3 1 2 2 9 12 5 7

E s t ' d  ' 0 4 - ' 0 s
to '10-'12

3 .  0 %
5 . 0 %
4 . 0 %
1 ,  0 %
5 .  0 %

P a s t
10 Yrs.

5 . 0 %
. 5 %

- . 5 %
1 . 0 %
z , 5 %

P a s t
yrs .
1 . 5 %

- 2 . 5 %
- 2 . 0  A

1 , 0 %
3 , 0 %

A N N U A L  R A T E S
change (per sh)

R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

Cal-
endar

QUARTERLY REVENUES (S mill.)
M a r . 31  Ju n . 30  S e p . 30  D e c . 31

F u l l
Y e a r

2004

2005
200s

2007

2008

2164

2406

2555

3029

2850

2679

2801

3317

3418

3600

2181

3108

2B24

2980

3200

2734

3375

3441

3643

3800

9 7 5 8 . 0

1 1 6 9 0

1 2 1 3 7

1 3 0 7 0

1 3 4 5 0

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2004

2005

2006

2007

goos

. 2 2

. 5 9

. 7 8

. 5 8

. 6 5

. BE

. 7 5

. 7 4

. 9 9

. 9 0

1 . 0 3

1 . 1 7

. 9 2

1 . 1 5

1 . 2 0

. 3 8

. 4 8

. 5 1

. 5 8

. 6 5

2 . 3 2

2 . 9 9

2 . 9 5

3 . 3 0

3 . 4 0

C a l -
e n d a r

QUART ERL Y DM DENDS PAID B I

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2003

2004

2005

goos

2007

. 5 6

. 5 6 5

. 5 7

. 5 7 5

. s e

. 5 6 5

. 5 7

. 5 7 5

. 5 8

. 5 6

. 5 6 5

. 5 7

. 5 7 5

. 5 8

. 5 5

. 5 6 5

. 5 7

. 5 7 5

. 5 8

2 . 2 4

2 . 2 G

2 . 2 8

2 . 3 0

7 1 2 1 .3

7 1 2 . 8

7093 .1

7 2 9 . 8

7 4 9 1 .3

7 1 4 2

M , 8 %

.9 %

3 5 3 %

.5 %

3 4 3 %

.8%

4 0 1 %

5 6 .8 %

3 9 2 %

s s , 4 %

4 4 .4 %

5 3 4 %

1 0 4 3 7

1 1 2 6 7

1 0 3 2 5

1 1 4 0 7

1 0 1 8 6

1 1 3 5 4

8 .4 %

1 1 . 4 %

1 1 . 7 %

B.6%

11.6%

11.8%

8 .6 %

12.6%

12.9%

8 .4 %

7 2 %

3 .6 %

7 0 %

4 .1 %

6 9 %

2 .2 %

8 0 %

3 .8 %

GQ%

4 .0 %

6 5 %

2 .9 %

7 1 %

.B%

8 9 %

2 .6 %

7 4 %

2 .6 %

7 3 %

3 . 0 %

7 1 %

3 . 0 %

6 9 %

Re t a i n e d t o  C o m  E t

A l l  D i v ' d s  t o Ne t  Pr o f

2 .5 %

6 9 %

c o s t s :  6 8 %  o f  r e v e n u e s ,  l a b o r  c o s t s ,  1 4 % .  2 0 0 6  r e p o r t e d  d e p r e s s ,

r a t e :  2 . 9 % .  I n  ' 0 6 ,  p u r c h a s e d  a l m o s t  a l l  e n e r g y  i t  a d d  o n  f i r m  c o n -

t r a c t s  w i t h  n o n u t i l i t y  g e n e r a t o r s .  H a s  1 4 , 7 9 5  e m p l o y e e ,  C h a i r m a n

C h i e f  E x e c u t i v e  O t l i c e r  &  P r e s i d e n t :  K e v i n  B u r k e .  I n c o r p o r a t e d :

N . Y  A d d . i  4  I r v i n g  P l a c e ,  N e w  Y o r k .  N . Y .  1 0 0 0 3 .  T e l . :  2 1 2 ~ 4 6 0 ~

3 9 0 3 .  In t e r n e t ;  w w w . o o n e d . c o m .

B U S I N E S S :  C o n s o l i d a t e d  E d i s o n ,  I n c . ,  p a r e n t  o f  C o n s o l i d a t e d

E d i s o n  C o m p a n y  o f  N e w  Y o r k ,  In c . ,  s e l l s  e l e c t r i c i t y  ( 7 7 %  o f  r e v s , ) ,

g a s  ( 1 6 % ) ,  s t e a m  ( 7 % )  i n  m o s t  o f  N e w  Y o r k  C i t y  a n d  W e s t d w e s t e r

C o u n t y .  A c q u i r e d  O r a n g e  &  R o c k l a n d  U t i l i t i e s  7 1 9 9 .  C o m m e r c i a l

r e v ,  r a t i o  ( 5 2  A )  c o m p a r e s  w i t h  3 2 %  t o  t h e  i n d u s t r y .  N o n i n c o m e

t a x e s  a n d  a v g .  p r i c e  p e r  k p h  a r e  a m o n g  t h e  h i g h e s t  i n  U . S .  F u e l

b o r r o w  a t  r e a s o n a b l e  r a t e s .  W h a t ' s  m o r e ,
the  i s s uanc e o f  debt  and equ i t y  w i l l  be  i n  a
m i x  t h a t  w o n ' t  l o w e r  t h e  c o m m o n  e q u i t y
r a t i o .  T o o ,  e v e n  i f  t h e  c o m p a n y  l o s e s  a n
appea l  o f  a  $216 m i l l i on  IRS  tax  c har ge  r e
l a t ed  t o  l eas e - i n / l eas e - ou t  t r ans ac t i ons  i n
1997 and 1999,  a  l oss  woul d  not  have a  se-
r i ous  adverse ef fec t  on f i nances .
W e  l o o k  f o r  i m p r o v e d  e a r n i n g s  t h i s
fear .  P l us es  i nc l ude  l as t  A pr i l ' s  $220 m i l -
i o n  e l e c t r i c  r a t e  i n c r e a s e ,  t h e  a f o r e m e n -

ou t s t and i ng ;
w i l l  r e s u l t  i n  h i g h e r  r e a l  e s t a t e  t a x e s .

e s t i m a t e  2 0 0 7  e a r n i n g s  w i l l  a d -

I`3tiI°|to
is above average or a

d i v i dend

C o n s o l i d a t e d  E d i s o n  h a s  r e c e i v e d  o n e
r a t e  o r d e r .  A  s e c o n d  i s  i n  t h e  h o p p e r .
E f f e c t i v e  l a s t  O c t o b e r l e t ,  r e g u l a t o r s
r a i s e d  t h e  c o m p a n y ' s  n a t u r a l  g a s  r a t e s
$ 6 7 . 5  m i l l i o n  e a c h  y e a r  f o r  t h r e e  y e a r s .
T h e increase prov i des f o r  c o n t i n u e d
recovery  of  fuel  cos ts  and energy  ef f i c i ency
p r o g r a m s .  E D  n o w  a w a i t s  a p p r o v a l  o f  i t s
r e q u e s t  f o r  a  $ 1 . 2  b i l l i o n  h i k e  i n  e l e c t r i c
de l i v e r y  r ev enues  fo r  2008.  I t  a l s o  s eek s  a
$ 3 3 5  m i l l i o n  i n c r e a s e  i n  2 0 0 9  a n d  $ 3 9 0
m i l l i on  i n  2010.  The h i k es  are  nec es s ary  to
s uppor t  p l anned  ex pend i t u r es  o f  $2  B i l  i on
a n n u a l l y  f o r  s e v e r a l  y e a r s  o n  t h e  t r a n s
m i s s i on  and  d i s t r i bu t i on  s y s tem .  New s ub-
s ta t i ons  wou l d  be  bu i l t ,  and  thos e  near  t he
end  o f  t he i r  l i v es  wou l d  be  upgr aded  o r  r e -
p l ac ed .  F i na l l y ,  t he  dem and  s i de  m anage-
m e n t  p r o g r a m  w o u l d  b e  e x p a n d e d  t o
r e d u c e  e n e r g y  u s a g e .  A n  o r d e r  o n  t h e  f i l -
i ng  i s  due  nex t  A p r i l  l e t .
F i n a n c e s  a r e  a m o n g  t h e  s t r o n g e s t  i n
t h e  i n d u s t r y .  A s  o f  l a s t  J u l y  3 1 s t ,  t h e
r e t a i n e d  e a r n i n g s  a c c o u n t  s t o o d  a t  $ 5 . 9
b i l l i on ,  and  i t  k eeps  r i s i ng .  T hough  c ap i t a l
s p e n d i n g  f o r  t h e  n e x t  f e w  y e a r s  w i l l  r e -
q u i r e  s u b s t a n t i a l  e x t e r n a l  f i n a n c i n g ,  a
s o l i d  b a l a n c e  s h e e t  s h o u l d  e n a b l e  E D  t o

t i n n e d  b o o s t  i n  p o s t e d  g a s  t a r i f f s ,  a n d  a
pro j ec ted 1.5%  r i se i n  energy  sa l es .  On the
down s i de ,  i nc r eas ed  bor r ow i ng  w i l l  l i f t  i n -
t e r e s t  e x p e n s e ,  m o r e  c o m m o n  s h a r e s  w i l l
be a n d  c a p i t a l  i n v e s t m e n t s

I n
a l l ,  w e
V anc e  12% ,  to  $3 .30  a  s har e .  A  fu r ther  i n -
c r e a s e  i n  e l e c t r i c  r a t e s  s u g g e s t s  a n o t h e r
ga i n  nex t  y ear .
T h e  s t o c k  m i g h t  i n t e r e s t  c o n s e r v a t i v e
u t i l i t y  i n v e s t o r s .  T h e  c o m p a n y  m e r i t s
o u r  h i g h e s t  F i n a n c i a l  S t r e n g t h o f
A + + ,  A n d  t h e  y i e l d
power  equ i t y .  M or eov e r , g r o w t h
prospec ts  are near  those of  the group.
A r t hu r  H  M eda l i s t N o v e m b e r  3 0  2 0 0 7

56.1
lg"

LEGENDS
0:39 x Dividends 5 sh
dmdgd bnkuefes Rate

. Relative Ce Strength
0lISZ

Ogllladed area indcales recession |
I

Yes

.1.

T a r g e t  P r i c e  R a n g e
2 0 1 0 2 0 1 2

1 2 0
w e
8 0
6 4

4 8

3 2

2 4
2 0

1 6

1 2

- l 0 - 1 2

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
E a r n i n g s  P r e d i c t a b i l i t y

A + +

1 0 0
( A )  E P S  d i l u t e d .  E x c l .  n o n r e c u r . :  ' 0 2 ,  ( 1 1 ¢ ) , p l a n  a v a i l ( C )  I n c l u d e s  i n t a n g i b l e s .  I n  ' 0 E : 9 5 %  R e g u l a t o r y  C l i m a t e :  A v e r a g e .
' 0 3 ,  ( 4 5 ¢ ) .  Ne xt  e g g .  r e p o r t  d u e  l a t e  J a n . $ 1 9 . 2 6 l s h .  ( D )  R a t e  b a s e :  n e t  o r i g i n a l  c o s t .
( B)  D i v i d e n d s  h i s t o r i c a l l y  p a i d  i n  m i d - M a r . ,  m i d - R a t e  a l l l d  e l e m ,  c o m m o n  e q u i t y :  ' 0 5 ,  1 1 . 4 %  t o
J u n e ,  m i d - Se p t . ,  a n d  m i d - D e c ,  l  D i v ' d  r e i n v e s t . 1 3 . 0 % ,  e a r n e d  o n  ' 0 6  a v e r a g e  c o m m o n  e q u i t y :

© 2001, Value Line Publishing, Inc. Al l  r ights resewed. Factual materia l is  obtained from sources believed lo be rel iable and is provided without warranties al any k ind.
THE PUBLISHER is NOT RESPONSIBLE FOR ANY ERRORS OR omissions HEREIN. lT i is  publ icat ion is  str ic t ly  lo t subscr ibers own, noncommercia l,  in ternal use. No pan
url ii may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating nr maNteting any primed or electronic publication, service or product.l Ill
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VALUE
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S A F E W

T E C H N I C A L

B E T A  . 8 0 (1

2 0 1 0 - 1 2

P r i c e
Hi g h 6 0
L o w 4 0

An n 'l  Total
Re t u r n
1 1  %

2 %

Luwered10/5/01

3 Lowered 12l29l05

.00 Market)

P R O J E C T I O N S

G a i n
( + 3 0 %
( - 1 5 % l

to Buy
Options
to Sell

Insider Decisions
F M A M J J A S O
0 0 0 0 0 0 0 0 0
0 2 0 2 0 0 2 0 0
0 4 0 2 0 0 1 0 0

High :
Low:

37.3
27.6

348
2G.1

44.7
31.1

41 .3
28,4

47.1
33.1

47.7
33.1

49.5
34.0

45.5
37.9

48.3
41 .4

49.2
38.8

54.7
45.1
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STOCK

B.8
25.2
sos

% T0T_ RETURN 11/07
VL ARITH.
INDEX

30
31.3

107.6

1yr
3yr.
5yr.

I n s t i t u t i o n a l  D e c i s i o n s

1Q2 07 2Q200l 302007
to Buy 1 6 4 1 3 0 1 2 7
to Sell 1 2 5 1 5 3 1 5 6
Hl l l '§ lg g ( l  109349  102975 9 7 9 5 4

Pe r c e n t
s h a r e s
t r a d e d

g
6
a

I I! t
I I I 1 I

n
ll n 'HI 'IiiI al H I1 I Iii

2002
4 0 . 3 0

8 . 3 1

3 . 8 3

2 . 0 6

5 . 8 8

2 7 . 2 6

1 6 7 .4 6

1 1 . 3

. 5 2

4 . 8 %

6 7 4 9 .0

6 3 2 . 0

4 .9 %

6 3 .0 %

37.0%

1 2 3 5 0

9 8 1 3 .0

7 .3 %

13.8%

L a s %

ll I I ll. ll I .| _|. I ll
l ll I ll

I I | al I I

1991 1992 1993 1994 1995 1998 1997 199s 1999 2000
2 4 .4 4

s . 4 5

3 .6 4

1 . 8 8

2 4 . 2 0

6 . 6 7

3 . 7 9

1 . 9 a

2 4 . 1 a

6 . 4 3

3 . 3 4

2 . 0 6

2 4 . 2 9

6 . 5 2

2 . 6 7

2 . 0 6

2 5 . 0 5

1 . 0 1

3 . 0 2

2 . 0 6

2 5 . 1 2

7 . 1 0

2 . 8 0

2 . 0 6

2 5 .9 4

7 . 4 2

2 . 8 8

2 . 0 5

2 9 . 1 0

7 . 6 1

3 . 0 5

2 . 0 6

3 2 . 6 0

a . 4 0

3 . 3 3

2 . 0 6

3 9 .2 4

8 . 5 9

3 . 2 7

2 . 0 6
1 . 8 5

1 9 . 3 7

2 . 8 3

2 1 . 1 5

2 . 1 1

2 2 . 4 1

2 . 6 1

2 2 . 9 6

3 . 1 3

2 3 . 6 8

3 . 6 6

2 3 . 7 3

3 .1 4

2 4 . 5 5

3 . 8 3

2 5 . 4 9

5 . 1 0

2 6 . 9 5

5 . 2 5

2 8 . 1 5
1 4 6 . 9 8 1 4 7 . 0 2 1 4 1 .0 5 1 4 4 . 8 6 145 .12 1 4 5 .1 2 1 4 5 . 1 0 145 .07 1 4 5 .0 4 142.65

a . s

. s o

6 .2%

8 . 5

. s o

6.1%

1 0 . 2

. 6 0

6 .0 %

1 0 . 0

.6 6

7 .7 %

1 0 . 0

. 6 7

6 .9 %

1 1 . 2

. 7 0

6 .6 %

1 0 . 3

. 5 9

6 .8 %

1 3 . 3

. 8 9

5 .1 %

1 1 . 6

. 6 6

5 .3 %

1 0 . 3

. 6 7

6 .1 %

2001
4 8 . 7 1

6 . 9 8

2 . 1 5

2 . o s

6 . 8 0

2 8 . 4 8

1 5 1 . 1 3

1 9 . 3

. 9 9

5 .0 %

7 5 4 9 . 0

3 2 9 . 0

.9 %

6 3 . 3 %

3 8 . 7 %

1 2 5 1 7

9 5 4 3 . 0

4 . 4 %

7 . 2 %

7 . 2 %

2003
4 1 . 7 6

6 . 9 5

2 . 8 5

2 . 0 6

4 . 4 5

3 1 . 3 6

168.61
1 3 .7

. 7 8

5 .3 %

7 0 4 1 .0

4 8 0 . 0

1 .3%

5 3 2 %

4 0 .8 %

1 2 9 5 6

1 0 3 2 4

5.6%

9 .1 %

9.1%

2004
4 0 8 4

6 . 8 1

2 . 5 5

2 . 0 6

5 . 1 9

3 1 . 8 5

1 7 4 . 2 1

1 6 . 0

. a s

5 . 0 %

7 1 1 4 . 0

4 4 3 . 0

2 7 . 1 %

.7 %

5 7 . 8 %

4 2 . 2 %

1 3 1 5 4

1 0 4 9 1

5 . 2 %

8 . 0 %

8 . 0 %

2005
5 0 . 7 4

8 .1 4

3 . 2 7

2 . 0 6

5 . 9 9

3 2 . 4 4

1 7 7 . 8 1

1 3 . 8

. 7 3

4 .6 %

9 0 2 2 . 0

5 7 6 . 0

2 6 . 0 %

1.0%

5 5 .1 %

4 4 . 9 %

1 2 8 4 9

1 0 8 3 0

6 .3 %

10.0%

10.0%

2006
5 0 . 9 3

a . a s

2 . 4 5

2 . 0 8

7 . 9 2

3 3 . 0 2

1 7 7 .1 4

1 7 . 4

.9 4

4 .9 %

9 0 2 7 .0

4 3 7 . 0

2 3 .9 %

3 .4 %

5 6 .1 %

4 3 .9 %

1 3 3 2 3

1 1 4 5 1

5 .1 %

7.5%

7 .5 %

2007
5 7 . 5 5

9 . 1 0

3 . 0 5

2 . 1 2

Ia
35.00

1 6 2 .5 0

no f-n
w
esra

9 3 5 0

5 2 0

3 5 . 0 %

2 . 0 %

54.5%

4 5 .5 %

1 2 5 5 0

1 1 9 7 5

6 . 0 %

9 . 0 %

9 . 0 %

200a o  VAL UE UNE PUB. ,  mc

6 1 . a 0

9 . 2 5

2 . 8 5

2 1 1

Re v e n u e s  p e r  s h

"Ca s h  F l o w" p e r  s h

Ea m i n g s  p e r  s h  A

Di v ' d  De d ' d  p e r  s h  !  I

s 9 . s o

11 .oo

3 . 5 0

z o o

l . s 0

3 5 . 1 5

Clp'l Spending w sh
Book Value per sh c

9.00
sue

1 5 7 . 0 0 C o m m o n  S h e  O u t s f g  ° 1 5 7 . 0 0

In: are
LEM
Rh.:

Av g  An n ' l  PI E Ra t i o

Re l a t i v e  PI E Ra t i o

Av g  An n ' l  Div 'd  Yie ld

1 4 . 0

. 9 5

4 . 9 %

9 7 0 0

4 6 5

R e v e n u ( s w i m

Net  Pro f i t  (§ml I I )
1 0 9 0 0

5 4 0

3 5 . 0 %

2 . 0 %

I n c o m e  T a x  Ra h

AF UDC a s  i N Ne t  F r u i t

3 5 . 0 %

2 . 0 %

5 4 0 %

4 4 . 0 %

L o n g - T e m De b t  Ra t i o

Ga mmo n  Eq u i t y  Ra t i o

5 6 . 5 %

4 3 . 5 %

1 2 5 5 0

1 2 4 0 0

Tota l  Cap i ta l  ($mi I I )

Ne !  Pla n t  ( s min l

1 3 7 0 0

n a n a

5 . 5 %

1 . 0 %

1 . 0 %

Re c u r  o n  T o t a l  Ca p ' I

Re c u r  o n  Sh i .  Eq u l t y

R e c u r  o n  C o m  E q u i t y  E

5 . 5 %

9 . 0 %

9 . 0 %

C A P I T A L  S T R U C T U R E  a s  o f  9 / 3 0 1 0 7
n u n  De b t  $ s 4 9 s . 0  m i l l .  Du e  a h  s  Yr s  $ 3 9 9 5 . 0 m i l l .
L T  De b t  $ 6 9 6 1 0  m i l l . L T  I n t e r e s t  $ 4 4 5 . 0  mi l l .
In d .  $ 4 4 .0  mi l l .  c a p i ta l i z e d  le a s e s ,  $ 2 8 9 .0  mi l l .
T rust  Pre ferred  Secur i t ies .  & $1  .1  b i l l .  secur i l ized
b o n d s .
(L T  in te re s t  e a rn e d :  2 .4 x )

L e a s e s ,  Un c a p i h l i z e d  An n u a l  r e n r l a l s  $ 5 3 . 0  mi l l .
Pe n s i o n  As s e l s - 1 2 l o s  $ 2 . 7 4  b i l l .  Ob l i g .  $ 3 . 1 8 b i l l .
H a S t o c k  N o n e

C o m m o n  S l a c k  1 6 3 . 7 1 3 . 6 9 1 s h e .

M A R K E T C A P :  s 1 . s  b i l l i o n  ( L a r g e  c a p )

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S
2 0 0 4 2 0 0 5

1 . 5 * 4 . 6
1 5 5 2 4 1 3 6 0 9

4 . 8 6 5 . 5 6
1 1 0 7 8 1 1 1 1 3

9 5 8 7 1 0 9 3 8
N A N A
+ . 7 + . 6

z o o s
* . 5
N A

6 . 3 1
N A

1 2 7 7 8
N A
* . 4

r@m'*mwl;-*'
*vs '4¢»;_\,§;»;,;g ( l l

PM Loud.Sumner  ' lm
mmuuaruw;
15 Change Cuiames ,yr-end)

1 6 2 1 8 2 1 5 6Fma Clwsf cw. nm

P a s t
la  Yrs .

6 . 5 %
1 . 0 %
- . 5 %

A N N U A L R A T E S
Ur d o g #  (p e r  s h )
R e v e n u e s
" C a s h  F l o v f '
E a m i n g s
Di v n d e n d s
B o o k  V a l u e 3 . 5 % 3 . 0 %

P a s t E s l ' d  ' 0 4 - ' 0 6
5 Yrs. 10 '10-'12

3 . 5 % 6 . 5 %
- . 5 % 6 . 0 %

- 1 . 0 % 4 . 0 %
2 . 5 %
2 . 5 %

C I I -
e n d a r

QUART ERLY  REVENUES (5  mi l . )

M a r . 3 1 J u n . 3 0  S e p . 3 0  D e c . 3 1
Full
Ynr

2004

2005
2006

2001

200a

1594

2060

2196

2417

2500

1501

1941
1895

1954

2000

2093

2309

2635

2730

Paso

1926

2712

229s

2249

2350

7 1 1 4 . 0

9 0 2 2 . 0

9 0 2 2 . 0

9 : 5 0

9 7 0 0

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1 J u n . 3 0  S e p . 3 l l D e c . 3 1
F u l l
Y e a r

2004

2005

2005

2007

2008

1 . 1 5

. 7 2

. 7 6

. 7 6

. 5 4

. 1 7

1 . 0 1

1 . 1 9

. s o

. 2 0

. 1 9

d . 1 B

. 1 1

. 4 5. a 0

. 6 8

2 . 1 8

. 8 1

. 9 3

. s o

2 . 5 5

3 . 2 7

2 . 4 5

3 . 0 5

2 . s s

C l l -
e n d a r

QUART ERL Y  DM DENDS P A I D  I  l

M a r . 3 1 J u n . 3 0  S e D . 3 0 D e c . 3 1
Full
Year

2003

2004

2005

2005

2007

. 5 1 5

. 5 1 5

. 5 1 5

. 5 1 5

. 5 3

. 5 1 5

. 5 1 5

. 5 1 5

. 5 1 5

. 5 3

. 5 1 5

. 5 1 5

. 5 1 5

. 5 1 5

. 5 3

. 5 1 5

. 5 1 5

. 5 1 5

. 5 1 5

. 5 3

2 . 0 6

2 . 0 5

2 . 0 5

2 . 0 6

3 7 6 4 . 0

4 2 9 . 0

4 2 2 1 . 0

4 4 9 . 0

4 7 2 8 . 0

4 a 3 . 0

5 5 9 7 . 0

4 6 8 . 0

3 7 .5 %

.5 %

2 5 .5 %

.9 %

11.0%

.8%

1 . 9 %

. 6 %

5 1 .4 %

4 6 . 7 %

5 3 .9 %

4 6 .1 %

50.9%

4 9 .1 %

5 0 .3 %

4 9 .7 %

7 6 2 0 . 0

a 9 3 4 . 0

8 0 2 1 .0

6 9 4 3 .0

7 9 6 1 .0

7 1 4 8 .0

B0 7 7 .0

7 3 8 7 . 0

7 .4 %

1 1 . 6 %

11.1%

7 .4 %

1 2 . 1 %

12.0%

7 .9 %

12.4%

12.4%

7 .5 %

11.7%

1 1 . 7 %

3 .3 %

1 2 %

3 .9 %

5 8 %

4 .7 %

6 2 %

4 . 3 %

6 3 %

.1 %

9 9 %

6.4%

5 3 %

2 .5 %

7 2 %

1 . 6 %

8 0 ' /»
3 .7 %

6 3 %

1.2%

8 4 %

1 . 0 %

6 9 %

2 .0%

77%

Re t a i n e d  t o  Co m Eq

A l l  D i v ' d s  w  i n  P r o f

1 0 %

7 0 %

B U S I N E S S :  D T E  E n e r g y  C o m p a n y  i s  a  h o l d i n g  c o m p a n y  f o r  T h e

D e l r d l  E d i s o n  C o m p a n y ,  w h i c h  s u p p l i e s  e l e c t r i c i t y  n n  D e t r o i t  a n d  a

7 , 6 0 0 - s q u a r e - m i l e  a r e a  i n  s o u n h e a s l e m  M i c h i g a n ,  a n d  M i c h i g a n

C o n s o l i d a t e d  G a s  ( M i c h C o n ) .  C u s t o m e r s :  2 . 2  m i l l .  e l e c t r i c .  1 . 3  m i l l .

g a s .  A c q l d  M C N  E n e r g y  6 1 0 1 .  H a s  v a r i o u s  n o n u t i l i t y  o p e r a i i m s .

E l e c t r i c  r e v .  b r e a k d o w n ,  ' o s  r e s i d e n t i a l ,  3 5 % .  u u m m e r c i a l ,  3 4 % .  i n -

d u s l r i a l 1 8 ' / - :  o t h e r ,  1 3 % .  G e n e r a t i n g  s o i r e e s ,  ' 0 6 :  c o a l ,  6 7 % ,

n u c l e a r ,  1 3 % ,  d l  &  g a s ,  3 % .  p u r d i a s e d ,  1 7 % .  F u e l  c o s t s :  3 4 %  d

r e v s .  ' a s  r e p o r t e d  d e p t .  r a t e s :  3 . 3 %  D e c . ,  2 . 8 %  g a s .  H a s  9 , 1 0 0  e m -

p l o y e e s .  C h a i n m a n  8 \  C E O :  A n t h o n y  F .  E a r l e y ,  J r .  P r e s i d e n t

G e r a r d  m .  A n d e r s o n .  I n a :  m l .  A d d r e s s :  2 0 0 0  S e c o n d  A v e . ,  D e l l o i l ,

M l  4 8 2 2 6 - 1 2 7 9 .  T e l . :  3 1 3 - 2 3 5 - 4 0 0 0 .  l n l e m e l : . d l e e n e r g y . o o m .

a n d  i t s  M i c h C o n  s i b l i n g  w i l l  n e e d  a d d i t i o n -

t h e y  c a n  e a r n  a  r e t u r n  o n  t h e  s i g n i f i c a n t

p r o g r a m  w i l l  c e a s e  a t  L h e  e n d  o f  2 0 0 7 ,

P a u ]  E .  D e b b a s ,  C F A

D T E  E n e r g y ' s  a s s e t - m o n e t i z a t i o n  p l a n
i s  m a k i n g  p r o g r e s s .  T h e  l a t e s t  a n -
n o u n c e m e n t  w a s  t h e  s a l e  o f  s o m e  u n c o n -
v e n t i o n a l  g a s  p r o p e r t i e s  i n  T e x a s ,  w h i c h
s h o u l d  n e t  t h e  c o m p a n y  c a s h  o f  $ 1 7 5  m i l -
l i o n .  T h i s  d e a l ,  a n d  t h e  s a l e  o f  a  5 0 %  s t a k e
i n  s o m e  p o w e r  a n d  i n d u s t r i a l  p r o j e c t s ,
s h o u l d  c l o s e  i n  t h e  f i r s t  q u a r t e r  o f  2 0 0 8 .
D T E  h a s  a l r e a d y  s o l d  s o m e  u n c o n v e n -
t i o n a l  g a s  p r o p e r t i e s  i n  M i c h i g a n  a n d
s o m e  g a s - f i r e d  p e a k i n g  p o w e r  p l a n t s .
T h e s e  m o v e s  a r o s e  f r o m  t h e  c o m p a n y ' s  b e -
l i e f  t h a t  t h e  v a l u e  o f  i t s  n o n r e i u l a t e d  a s -
s e t s  w a s n ' t  r e f l e c t e d  i n  i t s  s t o p p r i c e .  I n
a l l ,  D T E  e x p e c t s  t h i s  p r o g r a m  t o  r a i s e  $ 1 . 7
b i l l i o n ,  w h i c h  i t  i s  u s i n g  t o  b u y  b a c k  c o m -
m o n  s t o c k  a n d  r e t i r e e t .  I t  h a s  r e p u r -
c h a s e d  m o s t  o f  t h e  $ 1  b i l l i o n  o f  c o m m o n
s t o c k  i t  p l a n s  t o  b u y  b a c k  a n d  i n t e n d s  t o
r e t i r e  $ 7 0 0  m i l l i o n  o f  d e b t .  D T E  s t i l l  o w n s
s o m e  u n c o n v e n t i o n a l  g a s  a c r e a g e  i n  T e x a s .
b u t  h a s  t o  d e v e l o p  t h e s e  p r o p e r t i e s  b e f o r e
i t  b e c o m e s  o p p o r t u n e  t o  s e l l .
D e t r o i t  E d i s o n  h a s  a  r a t e  c a s e  p e n d -
i n g .  T h e  u t i l i t y  i s  s e e k i n g  a  r a t e  h i k e  o f
$ 1 9 9  m i l l i o n  ( 4 . 7 % )  b a s e d  o n  a n  1 1 . 2 5 %  r e -
t u r n  o n  a  c o m m o n - e q u i t y  r a t i o  o f  5 0 % .  A n
o r d e r  i s  l i k e l y  i n  t h e  t h i r d  q u a r t e r  o f  2 0 0 8 .

u n l e s s  t h e  u t i l i t y  a n d  i n t e r v e n e r s  c a n
r e a c h  a  s e t t l e m e n t  b e f o r e  t h e n .  T h e  u t i l i t y

a l  r a t e  r e l i e f  i n  t h e  n e x t  f e w  y e a r s  s o  t h a t

c a p i t a l  e x p e n d i t u r e s  t h a t  t h e y  a r e  m a k i n g .
A n  e a r n i n g s  d e c l i n e  a p p e a r s  l i k e i n
2 0 0 8 .  D T E  h a s  b e e n  b o o k i n g  p r o f i t s  l o o m
i t s  s y n t h e t i c  f u e l  i n v e s t m e n t s .  T h e s e  a r e
e x p e c t e d  t o  p r o d u c e  n e t  i n c o m e  o f  $ 1 5 0
m i l l i o n - $ 2 1 5  m i l l i o n  i n  2 0 0 7 .  T h e  s y n f u e l

h o w e v e r .  A  d e c l i n e  i n  a v e r a g e  s h a r e s  o u t -
s t a n d i n g  a n d  t h e  e f f e c t s  o f  a n y  r a t e  r e l i e f
( a n d  t h e  e x p i r a t i o n  o f  a  t e m p o r a r y  r a t e  c u t
i n  m i d - A p r i l )  a t  D e t r o i t  E d i s o n  s h o u l d  b e
p o s i t i v e  f a c t o r s  f o r  s h a r e  n e t  i n  2 0 0 8 ,  b u t
t h e s e  p r o b a b l y  w o n ' t  b e  e n o u g h  t o  r e p l a c e
t h e  e f f e c t  o f  t h e  s y n f u e l  p r o f i t s  e n t i r e l y .
D T E  s t o c k  o f f e r s  a n  a b o v e - a v e r a  e
y i e l d ,  e v e n  f o r  a  u t i l i t y ,  p l u s  t h e  l i k e i -
h o o d  o f  d i v i d e n d  g r o w t h  o v e r  t h e  3 -  t o
5 - y e a r  p e r i o d .  W i t h  t h e  a s s e t - s a l e  p r o -
g r a m  n e a r l y  c o m p l e t e ,  l . h e  s t o c k  i s  m u c h
m o r e  l i k e  a  t r a d i t i o n a l  u t i l i t y  i n v e s t m e n t .
T o t a l - r e t u m  p o t e n t i a l  t o  2 0 1 0 - 2 0 1 2  i s  o n l y
a  b i t  a b o v e  a v e r a g e  f o r  a  u t i l i t y  h o w e v e r .

D e c e m b e r  2 8  2 0 0 7

Illus

LEGENDS

49.3
4

divided

Options: Yes .
haded area Indicates recession I

I

097 x Div idends 9  Sh
b l n t e r e s  R a t e

Rdaxive ice Strength

T a r g e t  P r i c e  R a n g e
2 0 1 0 2 0 1 1 2 0 1 2

1 2 0
1 0 0
8 0
6 4

4 8

32

24
20
15

12

.III

IIHIIIIHIIIIHI

' I O - 1 2

'DO: $ 3 7 . 2 0 l s h . ( D )  In  m i l l .  ( E )  R a t e  b a s e : N e t C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
S t o c k ' s P r i c e  s r a b i m y
P r i c e G r o w t h  P e r s i s t e n c e
E a r n i n g s Pr e d i c t a b i l i t y

100

( A )  D i l u t e d  EPS ,  Exc l  n o r  r e c .  g a i n s  ( l o s s e s ) : c h a n g e  i n  s h a r e s ,  ' 0 5  &  ' 0 6  d u e  t o  r o u n d i n g
' 0 1 ,  2 ¢ ,  ' 0 3 ,  ( 1 6 ¢ ) ,  ' 0 5 ,  ( 2 ¢ ) ,  ' 0 6 ,  1 ¢ ,  ' 0 7 ,  $ 2 , 0 3 , N e x t  e a r n i n g s  r e p o r t  d u e  l a t e  F e b .  ( 8 )  D i v ' d s o r i g .  c o s t .  Ra t e  a l l o w e d  o n  c o m.  e q .  ( e l e c . )  i n
g a i n  ( l o s s e s )  o n  d i s c .  o p s . :  ' 0 3 ,  4 0 ¢ ,  ' 0 4 ,  ( 6 ¢ ) , h i s t o r i c a l l y  p a i d  i n  m i d - J a n . ,  Ap r i l ,  J u l y ,  a n d ' 0 4 :  1 1 % ;  g a s  i n  ' 0 5 :  1 1 % ,  e a r n e d  o n  a v g .
' 0 5 ,  ( 2 0 ¢ ) ,  ' 0 6 ,  ( 2 ¢ ) .  ' 0 4  EPS d o n ' t  a d d  d u e  t o Oc t  l  D i v e d  r e i n s .  p l a n  a v a i l .  ( C)  In c l .  i f  t a n g .  In c o m .  e q . ,  ' 0 6 :  7 , 5 % .  R e g u l .  C l i m . :  Be l o w  Av g .
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RATID
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PIE RATIO
DIVD
YLD 5.6% VALUE

LINE
TIMELINESS 3 Lowered8/10/07
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TECHNICAL 3 Raised12l'll07

BETA .85 (1.00=Market)

2010-12  PR0JECTI0N T
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Price Gain NRnetu?na
High s o (4 -30% 1 1 %
Low 2 0 ( - 1 5 % 3 %

In s id e r  D e c is io n s

F M A M J J A S O
0 0 0 0 0 0 0 0 0
4  0 0 D 0  0  0  0 0
2 0 0 0 0 0 0 0 0

in Buy
Options
to Sell

In s t i t u t io n a l  D e c is io n s

102007 zazool 3Q2007
to Buy 50 63 44
W Self 43 37 47
Hld's(D!llJ 13362 14420 13578

High:
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1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

11.58

2.68

1.4a

1.22

11.31

2.55

1.26

1.26

12.41

2.49

1.16

1.28

12.75

2.62

1.32

1 2 a

1267

2.52

1.1a

1.28

12.53

2.67

1.23

1.28

12.83

2.67

1.29

1.28

14.02

2.91

1.53

1.28

13.94

2.89

1.13

1.28

14.18

3.12

1.35

1.28

13.37

2.19

.59

1.28

13.56

2.43

1.19

1.28

13.03

2.48

1.29

1.28
1.79

12.08

2.36

12.29

3.27

12.37

5.14

12.41

3.34

12.s9

3.79

t2.96

3.38

13.06

3.03

1s.4a

4.14

13.48

7.61

13.65

4.02

13.58

3.43

14.59

2.65

15.11
12.99 13.29 13.57 13.94 15.22 16.44 16.78 17.11 17.37 17.60 19.76 22.57 24.98

12.a

.so

6.7'/l

18.0

1.09

5.6%

19.6

1.16

5.6%

13.3

.87

7.3%

14.9

1.00

7.3%

14.8

.93

7.0%

13.9

.80

7.1%

14.0

.73

6.0%

21.7

1.24

5.2%

17.7

1.15

5.4%

33.9

1.74

6.4%

16.2

.ah

6.6%

15.8

.90

6.3%

2004
12.67

2.22

.as

1.28

1.64

14.15

25.70

24.s

1.31

8.0%

325.5

21.B

34.1%

1.0%

51.3%

48.7%

779.1

857.0

4.7%

5.8%

5.8%

2005
14.80

2.45

.92

1.28

2.83

15.08

26.08

24.5

1.30

5.7%

386.2

23.8

33.4%

2.4%

51.0%

49.0%

803.3

a9s.o

4.7%

5.0%

6.0%

2006 2007 2008 a VALUE LINE PUB INC

13.67

2.80

1.41

1.28

f u n
2.70
1.25
1.2¢

14.25

2.95

1.45

1 . n

Revenues per sh

"Cash Float" per sh

Eamlngs w sh A

Div 'd Ded'd perch I I f

16.00

3.75

1.75

1.35
3.97

15.49

£ 5 0
16.10

5.70

16.65

Cap'l Spending per sh

Book Value per sh c

2.75

1s.ao
30.25 34.25 35.a0 Common Shi 0utst'g ° Js.o0

15.9

.as

5.7%

Told Ill
Value
eslln

Ire: an
Lin!
:tea

Avg Ann'I PE Ratio

Relative P/E Ratio

Avg Ann'I Div'd Yield

14.5

.95

5.3%

41a.5

39.9

so

39.0

510
50.0

Revenues (sum)
Net Profit jasmin)

575

$5.0
35.4%

10.7%

33.5%

15.0%

33.5%

11.0%

I n c o me  T o  R M
AFUDC % IO NM Fruit

35.5%

2.0%
48.7%

50.3°/l
49.5%

50.5%

50.0%

50.0%

Long-Term Debt Rubio

Caumnon Equity Ratio

49.5%

50.5%
931.0

1031.0

1095

1170

1200

1320

nil Capital ($mnn
Ne! Plant (sun

1275

1soo
5.9%

B.5%

5.5%

a u x

7.0%

7.0%

5.5%

1.5%

1.5%

R¢4um on Total Cap'l
Recur on Shh Equity

Recur on Com Equity E

7.0%

10.5%

10.5%

CAPITAL STRUCTURE as M s/s0/o1
Tool Debt sa09.a mill. Duo in s Yrs $101.1 mill.
LT Debt $541 .9 mill. LT Interest s3s.5 mill.
Ind. $50 mill. 8.5% trust preferred seairities.
(LT interest earned: 2.6x)
Lenses, Uncapitalized Annual rentals s1.s min.
Pension Assets-12106 $126.8 mill. Oblig. $136.3
mill.
Pfd Stock None

Common Stock 30,546,570 she.
as Of 1111107

MARKET CAP: $700 million (Small Cap)

'1o»19:&¢1iss¢s )

n o  M11111913 41

zo o s
* 2 . 6

3096
5 .66

1 2 6 2
1159
52 .5
* 2 . 1

ELECTRIC OPERATING STATISTICS
21104 zo o s

+.9 + 5 1
3 0 4 0 3032
4 . 1 8 5 .38

1 2 6 4 1 2 6 4
1 0 1 4 1 0 a 1
56 .0 55 .6
+1 . 7 * 1 . 91.1

Avg Use

C*l§*ilPeil1(ll11iM
p,akL°¢_5ln»m¢l )
um11Lm1rm1
'l»91lIge0ss1o!ll!5

Fnu cho-ge rm. ml) 2 1 4 2 7 32 2 4

Past
10 Yrs.

1 . 0 %
- . 5 %

- 1 . 5 %

2 . 0 %

Past E s t ' d  ' wa s
Yrs. w '10-'12
- . 5 % 2 . 5 %

-2 . 0 % 7.0%
1 . 0 % 8 . 5 %

1.0%
3 . 0 %

ANNUAL RATES
of derange (Pu sh)
Rev enues
"Cash Flaw"
Eamings
Div idends
Book Value 1 . 5 %

Cal- WUARTERLY REVENUES (S mill.)
ender I l a r . 3 1  J u n . 3 0  S e p . 3 0  D e a 3 1

Full
Year

20o4

zoos

zoos

2oo1

2ooa

77.3

87.9

91.7

107.5

110

96.7

125.0

131.2

142.5

150

74.3

93.8

106.6

114.1

120

17.2

79.5

84.0

125.9

130

325.5

386.2

413.5

4 9 0

510

Cll-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30  Sep.30 Dec.31
Full
Year

2004

zoos

zoos

2007

2008

.08

.12

.28

.19

.24

.64

.15

.14

.76

. 1 1

.06

d.01

.08

.15

.13

.08

.05

.26

.15

.JO

.as

.92

1.41

1.25

1.45

Cal-
endar

QUARTERLY DMDENDSPAID B I t
M a r . 31  Ju n . 30  S e p . 30  D e c . 31

Full
Year

2003

2004

20o5

2006

2007

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.32

.oz

.32

.32

.32

.32

1.28

1.28

1.28

1.28

215.3

23.8

239.9

28.3

242.2

22.2

260.0

23.6

264.3

10.4

305.9

25.5

325.5

29.5

50.8%

5.1%

36.4%

2.3%

41.9%

5.4%

32.7%

24.5% 3 4 1 %

34.3%

2.2%

34.5%

1.0%

43.8%

48.9%

48.4%

45.2%

59.6%

40.4%

57.6%

42.4%

57.2%

42.8%

55.5%

44.5%

52.0%

48.0%
448.3

$47.0

508.5

572.2

580.0

616.0

565.8

720.3

626.9

150.5

740.3

794.1

189.2

833.9
7.2%

9.4%

9.a%

7.3%

10.8%

11.3%

5.5%

9.5%

a.a%

6.5%

9.8%

9.8%

4.0'A

3.9%

3.9%

5.4%

7.8%

1.a%

5.7%

1.a%

7.8%

.1%

99%

1.8%

85%

NMF

101%

.5°/l
95%

NMF

NMF

NMF

109%

.1%

99%

NMF

NMF

NMF

NMF

.B%

90%

NMF

106%

1.0%

1 9 %

Retained to Com Et
All Div'ds to in Prof

3.0%

73%

suslusss:  The Empire D is t r io l  E lect r ic  Company suppl ies elect r i -
city lo 165,000 customers in a 10,000 sq.  mi.  area in Missour i (89%
al 'as retail Dec.  revs) ,  Kansas (5' /») .  Oklahoma (3%).  & Arkansas
(av ) .  Acq'd Missour i Gas (47,000 customers)  ams.  Supplies waler
service and has var ious honregulated operat ions.  E lect r ic revenue
br eakdovm.  ' 06:  r es ident ia l ,  42% .  commer c ia l ,  30% ,  indus t r ia l ,

17% .  other ,  11% .  Generat ing sources.  ' 06:  coal,  46% .  gas &  dl ,
17%, hydro,  less than 1%, purchased,  37%. Fuel cosls:  42% al rev-
enues.  '06 repor ted depress.  rate 3.0%. Has about  700 employees.
Chairman:  Myron W.  McKinney.  President  &  CEO:  Vlhll iam L.  Gip-
son.  I nc. :  K s.  Address:  602 Jopl in SL.  P .O.  B ox 127,  Jopl in,  MO
64802-0127.  Tel. :  417-S25-5100.  Inlemet: empi r ed is t r i r icom.

E m p i r e  D i s t r i c t  s o l d  s o m e  c o m m o n
s t o c k .  T h e  c o m p a n y  s o l d  t h r e e  m i l l i o n
s h a r e s .  w i t h  a n  u n d e r w r i t e r s '  o p t i o n  f o r  a n
a d d i t i o n a l  4 5 0 . 0 0 0 ,  f o r  $ 2 3  e a c h .  T h i s  w i l l
h e l p  t h e  u t i l i t y  f i n a n c e  i t s  r i s i n g  c a p i t a l
b u d g e t .  M o s t  n o t a b l y ,  E m p i r e  D i s t r i c t  w i l l
h a v e  a  1 2 %  s t a k e  i n  a  c o a l - f i r e d  u n i t  t h a t
i s  s c h e d u l e d  t o  c o m e  o n  l i n e  i n  2 0 1 0 .
W e  h a v e  c u t  o u r  e a r n i n g s  e s t i m a t e s
f o r  2 0 0 7  a n d  2 0 0 8 .  I n  D e c e m b e r ,  E m p i r e
D i s t r i c t ' s  s e r v i c e  a r e a  w a s  h i t  w i t h  a n o t h -
e r  i c e  s t o r m .  T h i s  w i l l  h u r t  e a r n i n g s  i n  t h e
f o u r t h  q u a r t e r  o f  2 0 0 7 .  I n  a d d i t i o n ,  a n  e x -
t e n d e d  o u t a g e  a t  a  c o a l - f i r e d  p l a n t  w i l l
r e d u c e  n e t  i n c o m e  b y  a n  e s t i m a t e d  $ 4 . 0
m i l l i o n - $ 5 . 5  m i l l i o n  i n  t h e  f o u r t h  q u a r t e r
o f  2 0 0 7  a n d  t h e  f i r s t  p e r i o d  o f  2 0 0 8 .  F i n a l -
; »  i n  2 0 0 8  t h e r e  w i l l  b e  s o m e  d i l u t i o n
r a m  t h e  a f o r e m e n t i o n e d  s t o c k  s a l e .

E m p i r e  D i s t r i c t  E l e c t r i c  h a s  f i l e d  a
r a t e  c a s e  i n  M i s s o u r i .  T h e  u t i l i t y  i s
s e e k i n g  a n  e l e c t r i c  t a r i f f  i n c r e a s e  o f  $ 3 4 . 7
m i l l i o n  ( 1 0 . 1 % )  b a s e d  o n  a n  1 1 . 6 %  r e t u r n
o n  e q u i t y  E m p i r e  D i s t r i c t  i s  s e e k i n g  t o
p l a c e  a  1 5 0 - m e g a w a t t  p l a n t  a n d  o t h e r  c a p -
i t a l  s p e n d i n g  i n  t h e  r a t e  b a s e .  T h e  u t i l i t y
a l s o  w a n t s  t o  r e c o v e r  $ 6 . 6  m i l l i o n  i n  d e -
f e r r e d  e x p e n s e s  t h a t  s t e m m e d  f r o m  a n  i c e
s t o r m  i n  J a n u a r y .  ( E m p i r e  D i s t r i c t  s w a l -
l o w e d  a n  a d d i t i o n a l  $ 4 . 4  m i l l i o n  o f  s t o r m -
r e l a t e d  c o s t s . )  I m p o r t a n t l y ,  t h e  c o m p a n y ' s
a p p l i c a t i o n i n c l u d e s a f u e l - a d j u s t m e n t
c l a u s e ,  n o w  t h a t  s t a t e  l a w  f i n a l l y  a l l o w s
t h e  c o m m i s s i o n  t o  i m p l e m e n t  o n e .  E m p i r e
D i s t r i c t  h a s  r e q u e s t e d  a  m e c h a n i s m  t h a t
w o u l d  e n a b l e  i t  t o  r e c o v e r  ( o r  p a s s  t h r o u g h
t o  c u s t o m e r s )  9 5 %  o f  c h a n g e s  i n  f u e l  c o s t s
o v e r  a n d  a b o v e  w h a t  i s  r e f l e c t e d  i n  b a s e
r a t e s .  ( I t  i s  a s k i n g  f o r  9 5 % .  n o t  1 0 0 % .  b e -
c a u s e  t h a t ' s  w h a t  A q u i l a l s  t w o  u t i l i t i e s  i n
M i s s o u r i  r e c e i v e d  i n  a  r a t e  o r d e r  e a r l i e r  i n
2 0 0 7 . )  A  d e c i s i o n  b y  t h e  M i s s o u r i  c o m m i s -
s i o n  i s  d u e  b y  t h e  s t a r t  o f  S e p t e m b e r .  A n y
r a t e  r e l i e f  w i l l  h a v e  j u s t  a  m o d e s t  b e n e f i t
t o  e a r n i n g s  i n  2 0 0 8 ,  b e c a u s e  i t  w i l l  c o m e
t o o  l a t e  f o r  t h e  s e a s o n a l l y  s t r o n g e s t  p a r t  o f
t h e  y e a r ,  b u t  i t  s h o u l d  b e  a  p l u s  i n  2 0 0 9 .

T h i s  e q u i t y  o f f e r s  a  y i e l d  t h a t  i s  w e l l
a b o v e  a v e r a g e  f o r  a  u t i l i t y .  T h e  p a y o u t
i s  s e c u r e ,  e s p e c i a l l y  s i n c e  E m p i r e  D i s t r i c t
e a r n e d  i t  i n  2 0 0 6  a n d  w i l l  p r o b a b l y  d o  s o
i n  2 0 ( ) 8 .  i n  f a c t ,  w e  p r o j e c t  s o m e  d i v i d e n d
g r o w t h  t h r o u g h  t h e  2 0 1 0 - 2 0 1 2  p e r i o d ,
w h i c h  s h o u l d  p r o d u c e  a  t o t a l  r e t u r n  o v e r
t h a t  t i m e  t h a t  e x c e e d s  t h e  i n d u s t r y  m e a n .
P a u l  E .  D e b b a s ,  C F J 4 D e c e m b e r  2 8 , 2 0 0 7

26. 1
18.4 Target Price Range

2 0 1 0  2 0 1 1  2 0 1 2

64

48
40
32

24
Z0
16

12

8
-6

HHH III
,| 0-12

(A) Exd.  loss f rom discont inued operat ions: $5.011sh (D) in millions.  (E) Rate base:
Depress original cost.
equity in '07 (MO): 10.9%, earned on avg. com.

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100

Cally paid in mid-March, June, Sept., and Dec.
'06, 2¢. '05 EPS don't add due to rounding I Div 'd reinvestment plan available (3% dis- Rate allowed on common I
convention, '06 due to change in shares. Next count), t Shareholder investment plan avai l-
eamings report due late Jan. (B) Div'ds histori- able. (C) incl. intangibles. In '06: $151.6 mill., eq., 'OB: 92%. Regulatory Climate: Average.

Q 2007. Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed In be reliable and is provided without warranties d any kind. 1
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at n may be reproduced, resold. stored or transmitted in any printed, electronic or other lam, or used for generating or marketing any printed or electronic publication, service or product.
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INDEX
1 2 . 9
5 0 . 1
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THIS
STOCK
2 0 . 3
2 7 . 1
6 4 8

1  y r
3  y r .
5  y r .

Percent
shares
traded

9
6
3
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r
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1 in

5 5 .9 %

4 3 .8 %

8 5 6 4 .4

5 7 8 3 . 5

5 .7 %

8 .9 %

8 .9 %

HI 1

S 8 1 5 5

5 9 4 8 . 0

5 .8 %

9 .0 %

9 .1 %

in I | .
I

I
In I I s I I I I I l I I

I I I

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
1 2 . 2 7

2 . 3 7

1 .1 8

1 . 0 5

1 2 .1 8

2 . 3 2

1 .2 0

1 . 0 7

1 2 . 7 5

2 . 2 0

1 . 0 4

1 . 0 9

1 3 .2 8

2 . 4 3

1 . 1 9

1 0 0

1 4 ,0 5

2 .5 4

1 .2 5

. 7 0

1 4 .7 8

2 .6 4

1 .2 6

. 7 0

1 5 , 7 8

2 . 7 7

1 . 2 9

. 7 0

1 9 . 8 5

3 . 0 6

1 .5 1

. 7 8

2 0 .8 4

3 . 3 7

1 .9 1

.B4

2 5 . 1 5

3 . 4 2

2 . 0 7

. 8 8

32 .21

3 . 7 5

2 . 0 0

9 2

2 7 . 5 5

3 . 1 2

1 . 5 0

. 9 6

3 1 . 4 1

4 , 2 8

1 . 4 3

1 .0 0

3 2 . 3 3

4 . 1 8

1 .6 2

1 .0 6
1 .9 2

1 1 . 0 8

1 .7 5

1 1 .4 2

1 8 8

1 1 . 4 4

1 .7 2

1 1 . 6 4

1 .14

1 2 .1 9

1 5 4

1 2 .7 0

. 9 2

1 3 .3 6

1 0 4

1 3 .6 1

.6 4

12 .84

1 . 3 2

14 .59

1 .7 9

1 5 . 2 6

1 5 5

1 6 .9 7

1 . 9 8

1 7 . 5 9

2 . 0 7

17 .89
126.80 1 3 8 .8 8 1 4 1 , 1 9 1 4 3 .0 1 1 4 3 .0 1 139 .34 1 3 5 . 0 2 1 2 5 . 8 9 109 .34 1 1 7 . 6 8 1 1 6 .7 2 1 4 4 .9 7 1 4 6 . 2 6 1 4 7 , 1 2

1 1 .1

.71

8.0%

1 2 .3

.75

7 3 %

1 6 . 2

. 9 6

6 .5 %

9 . 9

. 6 5

8 .5 %

9 . 3

.62

6 .0 %

9 . 1

.57

8.1%

9 . 7

. 5 6

5 .6 %

1 4 .8

. 7 6

3 .5 %

13.4

, 7 6

3.3%

1 0 .1

. 5 6

4 .2 %

9 . 8

. 5 0

4 1 %

1 4 . 0

. 7 6

4 .6 %

1 4 .6

. 8 3

4 .8 %

1 5 .1

. 8 0

4 .3 %

2005
3 5 . 8 7

4 . 3 3

1 . 7 4

1 . 1 2

2 . 2 6

1 9 . 4 5

1 4 7 . 7 0

1 4 , 9

. 7 9

4 .3 %

5 2 9 8 .5

2 5 8 . 3

3 9 .7 %

.5 %

5 5 .9 %

4 3 .8 %

8 5 6 4 .4

5 7 8 3 . 5

5 .7 %

8 .9 %

8 .9 %

2006
3 5 . 3 6

4 . 6 7

1 . 7 6

1 . 1 7

2 , 7 9

1 9 . 3 7

1 4 7 .9 1

1 3 . 8

. 7 5

4 .8 %

5 2 3 0 . 7

2 8 1 . 0

3 7 .3 %

.8 %

5 6 . 3 %

4 3 . 3 %

S 8 1 5 5

5 9 4 8 . 0

5 .8 %

9 .0 %

9 .1 %

2007 2008 © VAL UE L INE PUB. .  i n c

3 2 . 9 0

4 . 3 0

1 . 6 0

1 . 2 1

3 4 . 2 0

4 . 4 5

1 ,5 0

1 .2 5

R e v e n u e s  p e r c h

" Ca s h F l o w "  p e r  s h

E a r n i n g s  p e r c h A

Div 'd  De c I 'd  p e r  s h B l

3 9 . 7 5

5 . 0 0

1 . 7 5

1 . 4 5
3 . 1 5

2 0 . 0 5

3 . 5 0

2 0 .4 0

Ca p ' l  Sp e n d i n g  p e r  s h

B o o k  V a l u e  p e r  s h  c
4 . 5 0

2 1 . 5 0
1 5 8 , 0 0 1 5 8 .0 0 Co m m o n  Sh s  0 u t s t ' g  D 1 5 8 .0 0
Ba ld  f i g

Value
eslin

res  a re
L in e
Otes

Av g  An n ' l  P IE  Ra t i o

Re l a t i v e  P IE  Ra t i o

Av g  An n ' l  D i v ' d  Y i e l d

1 4 . 5

. 9 5

5 .5 %

5 2 0 0

2 5 0

5 4 0 0

2 5 5

Re v e n u e s  ( $ mi l l )

Ne t  Pr o f i t  ( $ mi l l )

6 3 0 0

2 s 5
3 8 . 5 %

1 . 0 %

3 8 . 5 %

1 ,o %

In c o me  T a x Ra t e

AF UDC %  t o  Ne t  Pr o f i t

3 8 .5 %

1.0%
5 3 . 0 %

4 6 . 5 %

5 3 . 0 %

4 7 . 0 %

L o n g -T e rm De b !  Ra t io

Co mmo n  Eq u i t y  Ra t i o

5 4 .5 %

4 5 .0 %
5 8 2 0

6 1 4 5

6 8 8 0

6 3 8 0

T o t a l  Ca p i t a l  ( $ mi II)

Ne t  P l a n t  ( $ mi II)

7 5 5 0

7 2 7 5
5 .5 %

8 .0 %

8.0%

5.5%

8 .0 %

8.0%

Retu rn  o n  T o ta l  Cap ' I

R e c u r  o n  S h r .  E q u i t y

R e t u r n  o n  C o m  E q u i t y  E

5.5%

8 .5 %

s.5%

C A P I T A L  S T R U C T U R E  a s  o f  9 / 3 0 / 0 7
T o t a l D e b t $ 4 0 2 4 3  m i l l .  D u e  i n  5  Y r s  $ 1 0 8 0 7  m i l l .
L T D e b t $ 3 5 8 9 . 7  m m . L T I n t e r e s t $ 2 2 1 . 4  m i l l .
( L T  i n t e r e s t  e a r n e d :  2 . 7 x)

P e n s i o n As s e t s - 1 2 / 0 6  $ 2 . 8 2  b i l l . O b l i g . $ 2 . 3 1  b i l l .
P f d  S t o c k  $ 2 4 . 6  m i l l . P f d  D i v ' d  $ 1 1  m i l l .
2 4 2 , 5 2 4  s h e .  3 . 7 5 V - 6 . D 0 % ,  c u m . ,  $ 1 0 0  p a r ,  r e
d e e d a b l e  a t  $ 1 0 &$ 1 1 0 2  1 0 8 , 7 0 6  s h e .  8 . 0  A ,  c u m . ,
$ 3 . 1 2 5  p a r ,  n o n c a l l a b l e .

C o m m o n  S t o c k 1 5 8 , 2 7 8 , 5 3 6  s h e .
a s o f 1 0 / 3 1 / 0 7
M A R K E T C A P : $ 4 . 3 b i l l i o n  ( M i d  C a p )

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S

2 0 0 4 2 0 0 5
+1  . 4 + 3 . 2

N A N A
3 . 8 2 3 . 6 6

N M F N M F
N A N A

N M F N M F
+ . 9 + , 9

2 0 0 6
- 2 . 8
N A

3 . 8 1
N M F

N A
N M F
+ 1 . 0

I 9 8 Retail Sales (KwH)
kg n use Use (MWH

Avg. Ir\dus1 Revs per I n  ( ¢ )
Capactty81 Peak (Mw)
Peak Load, Wlmer (Mw)
Annual Load Facto! (%
%  Change Customers ~endI

2 8 4Fixed Change Cay, (% ) 2 3 8 2 2 5

P a s t
10  Y rs .

A N N U A L R A T E S
of dlange (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

9 . 5 %
5 . 5 %
3 . 5 %
3 . 5 %
4 . 5 %

E s t ' d ' 0 4 - ' 0 6
to '10- '12

2 . 5 %
2 . 0 %

. 5 %
4 . 0 %
2 . 0 %

P a s t
5  Yrs .

6 . 0 %
4 5 %
- 3 . 0 %
5 . 0 %
6 . 0 %

Cal- 0UARTERLY REVENUES (S mill.)
ender M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

F u l l
Y e a r

2004

2005

2006

2007

2008

12589

1483

1332

1366

1400

9678

1096

1090

1031

1100

9689

1082

1113

1089

1150

15514
1537

1696
1714

1750

4 7 5 6 . 7

5 2 9 8 . 5

5 2 3 0 . 7

5 2 0 0

5 4 0 0

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1 J u n . 3 0  S e p . 3 D D e c . 3 1
F u l l

Y e a r

2004

2005

200s

2001
2008

. 3 8

. 4 3

. 5 3

. 4 2

. 4 5

. 1 2

. 1 4

. 1 4

. 1 6

. 1 0

. 8 3

1 . 0 5

. 9 0

. 9 0

. 9 0

. 2 9

. 1 2

. 1 9

. 1 2

. 1 5

1 . 6 2

1 . 7 4

1 . 7 6

1 . 6 0

1 . 6 0

C a l -
e n d a r

QUART ERL Y  DIVIDENDS PAID B l

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2003

2004

2005

2006

2007

. 2 5

. 2 6

. 2 7 5

. 2 9

. 3 0

. 2 5

. 2 6

. 2 7 5

. 2 9

. 3 0

. 2 5

. 2 6

. 2 7 5

. 2 9

. 3 0

. 2 5

. 2 7 5

. 2 7 5

. 3 0

. 3 1

1 . 0 0

1 . 0 6

1 . 1 0

1 . 1 7

2 1 3 0 . 0

1 8 4 . 6

2 4 9 9 .4

2 0 2 . 8

2 2 7 8 .6

2 2 5 . 1

2 9 5 9 . 5

2 3 7 . 6

3 7 5 9 .8

2 3 5 .4

4 0 0 8 . 9

1 9 9 . 6

4 5 9 3 .8

2 1 2 . 1

4 7 5 6 ]

2 4 1 . 3
3 8 .9 %

.4 %

4 0 .4 %

.2%

36.7%

.1%

3 9 1 %

.4%

44.2%

.3%

34.1%

.7%

3 7 .6 %

.9%

51.0%

.2%
4 2 .5 %

5 2 .8 %

44_8%

5 3 .5 %

4 6 .6 %

53.0%

5 7 .1 %

4 1 .8 %

5 0 1 %

38.4%

58.9%

3 9 .2 %

59.8%

38.5%

5 8 .6 %

4 0 .6 %
3 4 1 3 .0

3 9 2 2 .3

3 2 0 3 .0

3 8 6 2 ,7

2 6 4 9 .2

2 1 3 9 ,8

4 1 0 8 . 7

3 6 3 2 .9

4 6 4 0 .8

3 6 2 6 4

6 2 7 3 5

4 8 0 1 .8

6 6 8 1 .3

5 7 7 8 .1

6 4 7 5 ,6

5 6 6 2 .2
7.0%
9.4%,
9.7%

7 .9 %

11.5%

11.3%

10.5%

1 5 8 %

15.8%

7.4%

13.5%

1 3 8 %

7.2%

12.9%

1 3 1 %

5 .1 %

7.7%

8 .0 %

5.1%

7 .9 %

8.1%

5.5%

9.0%

9.0%
4 ,4 %

5 7 %

5.5%

5 4 %

8.8%

4 5 %

8.0%

4 2 %

7.1%

4 6 %

2.9%

65%

3 .1 %

63%

3 .8 %

5B%

3 .7 %

5 9 %

3 .2 %

6 5 %

2 .0 %

75%

2 .0 %

7 8 %

Re t a i n e d  t o  Co m Eq

Al l  D i v ' d s  t o  Ne t  Pr o f

2 ,0 %

78%
S I N E S S : E n e r g y  E a s t  C o r p o r a t i o n  i s  a  h o l d i n g  c o m p a n y  f o r

N e w  Y o r k  S t a t e  E l e c t r i c  8  G a s  ( N Y S E G ) ,  R o c h e s t e r  G a s  a n d  E l e c -

t r i c ,  C e n t r a l  M a i n e  P o w e r ,  C o n n e c t i c u t  N a t u r a l  G a s ,  &  S o u t h e r n

C o n n e c t i c u t  G a s ,  S e r v e s  1 . B  m i l l i o n  e l e c t r i c ,  9 2 1 , 0 0 0  g a s  c u s t o m -

e r s  i n  N Y  &  N e w E n g l a n d .  A c q ' d  C o n n e c t i c u t  E n e r g y  2 / 0 0 ,  C M P

G r o u p ,  C T G  R e s o u r c e s 8 t  B e r k s h i r e  E n e r g y  9 / 0 0 ,  R G S  E n e r g y

6 1 0 2 .  E l e c t r i c  r e v e n u e  b r e a k d o w n ,  ' 0 6 :  r e s i d e n t i a l ,  4 5 % ;  c o m m e r -

c i a l ,  2 0 % '  i n d u s t r i a l ,  1 0 / n ,  o t h e r ,  2 5 % .  Pu r c h a s e s  mo s t  o f  i t s  p o w e r .
F u e l  c o s t s :  5 7 %  o f  r e v e n u e s .  ' 0 6  r e p o r t e d  d e p r e s s .  r a t e :  3 . 1 %  H a s

5 , 9 0 0  e m p l o y e e s .  C h a i r m a n ,  P r e s .  &  C E O :  W e s l e y  W ,  v o n  S c h a c k .

In c . :  N e w  Y o r k .  A d d r e s s :  5 2  F a r m  V i e w  D r . ,  N e w  G l o u c e s t e r ,  M a i n e

1 2 2 1 2 ~ 2 9 0 4 .  T e l . :  2 0 7 - 6 8 8 » 6 3 0 0 .  In t e r n e t :  w w w . e n e r g y e a s t . c o m

nervy East shareholders have ap-
proved the takeover of the company
by IBERDROLA, a Spanish company.
Under the agreement, Energy East stock-
holders will receive $28.50 in cash for each
of their shares. The deal still requires the
approval of the Federal Energy Regulatory
Commission and the regulatory commis-
sions in New York, Maine, Connecticut,
and New Hampshire. It should be com-
pleted in the first half of 2008.
The price is very fair for Energy East
shareholders, at nearly 18 times esti-
mated 2007 and 2008 earnings. The Time-
liness rank of Energy East stock remains
suspended due to the positive influence
that the deal has on the share price.
We now advise shareholders to sell
their stock on the open market. The
current quotation is just 4% below the
buyout price, leaving little upside po-
tential for stockholders who wait for com-
pletion of the transaction. And, given the
regulatory approvals that are still pend-
ing, completion is by no means certain. If
the deal fails to win regulatory approval,
the stock will probably fall-perhaps to
the low $20 range. Thus, shareholders can

avoid downside risk byselling now.
The capital budget will be rising in
the coming years. Energy East's utilities
in upstate New York and Maine want to
install advanced meter reading systems.
The company is also planning transmit
Zion projects in these two states. Finally,
Rochester Gas and Electric proposes to
build a gas-fired plant to replace an old,
coal-fired facility and meet the increased
demand for power that is expected in the
2013-2014 time frame. In all, Energy East
projects to spend over $3 billion in the
next five years. IBERDROLA could pro-
vide capital to help finance these projects.
But the utilities will need regulatory sup-
port to maintain the company's return on
equity.
We have raised our 2007 earnings esti-
mate by $0.10 a share, to $1.60. This
merely reflects a better-than-expected tal-
ly in the September quarter. Note, too,
that in early October the board of directors
boosted the quarterly dividend by a cent a
share, as we had expected. For now, we're
sticking with our $1.60 a-share earnings
estimate for 2008.
Pau] E. Debbas, CFA November 30,2007

29 . 0
16 . 5 Target Price Range

2010 2011 2012

64

48
40
32

24
20
16

12

8
_ 6
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'I0-12

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
S t o c k ' s  P r i c e St a b i l i t y
P r i c e  G r o w t h P e r s i s t e n c e
E a r n i n g s Pr e d i c t a b i l i t y

B + +
1 0 0

( A )  D i l u t e d  EPS.  Exc l ,  n o n r e c u r r i n g  l o s s e s :  ' 0 0 ,
4 0 ¢ ,  ' 0 1 ,  3 9 ¢ ,  ' 0 2 ,  6 ¢ ,  g a i n  ( l o s s )  f r o m d i s c o n -
t i n u e d  o p e r a t i o n s :  ' 0 3 ,  2 ¢ ,  ' 0 4 ,  ( 5 ¢ ) .  Ne xt e a m -
i n g s  r e p o r t  d u e  e a r l y  F e b .  ( B)  D i v ' d s  h i s t o r i c a l -
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FIRSTENERGY NYSE-FE
RECENT
PRICE 67.74 PIE

RATIO 16.0(8:f:::s§1833)RELATNE

PIE RATIO 0 . 9 5
DIV D
YLD 3 . 1 %

VALUE
LINE

TIMELINESS

SAFETY

3
2

Raised 5/5/06

Raised5/2/05

TECHNICAL 3 Luwered9l2B!07
BEIA . a s  ( 1 . 0 o =  M a r k e t )

An n 'I  T o ta l
Re t u r n

7 %
1 %

Pr i c e
8 0
6 0

High
L o w

2 0 1 0 - 1 2  P R O J E C T I O N S

Ga i n
( + 2 0 % }
( - 1 0 %

I n s i d e r  D e c i s i o n s

to Buy
Options
to Sell

D  J F M  A  M  J  J  A
0 0  0  0  0  0  0  0  0
0  1 1 1 8 1 0  0  2  2
0  1 1  1 5  0  5  0  3 1

High:
Low:

24.9
19.3

2 9 , 0
1 9 . 3

33.2
22.1

32.1
18.0

37.0
25.1

391
243

38.9
25.8

43.4
35.2

53.4
37.7

61.7
47.8

72.9
57.8
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% TOT. RETURN 10/07
THIS VLARITH.

STOCK INDEX
22.2 12.9
87.1 50.1

150.0 145.8

I n s t i t u t i o n a l  D e c i s i o n s
4112006 1Q20117 2q2007

taBby 2 1 3 1 9 9 2 0 0
\ S e l l 1 6 4 1 9 5 2 o 2
Hl d '5 ( l l 0 0 ) 2 2 9 0 3 1  2 2 9 2 9 8  2 3 7 5 7 5

15
10
5

Percent
shares
t raded

FirstEnergy was forted through the afhlia-
tion of Ohio Edison Company and Centerior
Energy in November of 1997. Ohio Edison
stockholders received one share of First-
Energy for every Ohio Edison share, and
Centerior stockholders received .52 of a
FirstEnergy share for each Centerior share.
In November of 2001 FirstEnergy acquired
GPU. GPU holders received $40 in cash or
stock for each GPU share. Data prior to
1998 reflect Ohio Edison on a stand-alone
basis and are not comparable with First-
Energy data.

C A P I T A L  S T R U C T U R E  a s  o f  9 1 3 0 / 0 7
T o t a l D e b t $ 1 1 4 5 5  m i l l .  D u e  i n  5  Y r s  $ 5 2 9 1 0  m i l l .
L T D e b t $ 8 5 1 1 0  m i l l . L T I n t e r e s t $ 5 1 7 . 0  m i l l .
In c l .  $ 2 8 4 . a  m i l l .  9 %  ( $ 2 5  p a r )  c u m u l a t i v e  m a n d a -
t o r i l y  r e d e e ma b l e  p r e f e r r e d  s e c u r i t i e s .
( L T  i n t e r e s t  e a r n e d :  4 . 4 x)
L e a s e s ,  Un c a p i t a l i z e d An n u a l  r e n t a l s  $ 2 0 4 . 0  m i l l .
Pe n s i o n  As s e t s - 1 2 l o s  $ 4 . 8 2  b i l l . O b l i g . $ 4 . 8 6 b i l l .
P f d S t o c k N o n e
C o m m o n  S t o c k 3 0 4 , 8 3 5 , 4 0 7  s h e .  a s  o f  1 0 1 3 1 1 0 7
M A R K E T  C A P :  $ 2 1  b i l l i o n ( L a r g e  C a p )

Avg. Indus. Revs. per

%  Charge Retail S3I85 (KwH]
Avg. In use. Use (MWHIwm

l¢}
Capo Ty IP k(M
peav°E°a3. summfVwv
Annual Load odor(/I
%  Change Customerslyre rd]

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S
2 0 0 4 2 0 0 5

- . 6 + 5 . 2
N M F N M F

N A N A
N A N A
N A N A

6 6 ] 6 2 . 1
+1  . 1 + . B

2 0 0 6
+ 6 . 7

N M F
N A
N A
N A
N A
+ . 5

3 1 6 2 9 9 3 5 5Fixed Charge Cov. (% )

P s t
1

a
Yrs.
8 . 5 %
G. D%
4 . 5 %
2 . 0 %
5 . 5  A

A N N U A L  R A T E S
01 change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a r n i n g s
D i v i d e n d s
B o o k  V a l u e

P a s t
Y rs .
5 . 0 %
2 . 5 %
3 . 5 %
4 . 0 %
4 . 5 %

E s t ' d  ' 0 4 - ' 0 6
to '10- '12

4 . 0 %
3 . 5 %
9 .  0 %
5 . 5 %
6 . 0 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
M ar . 31  Jun . 30 Sep.30 Dec.31

F u l l
Y e a r

2004
2005

2006

2007

2008

3027

2750

2705

2973

2900

3041

2843

2751

3109

3100

3435

3504

3365

3641

3700

2950

2892

2680

2927

2950

12453

11989

11501

12650

12650

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l

Y e a r

2004

2005
2006

2007

2008

. 6 2

. 7 6

. 9 3

1 . 1 0

1 . 1 0

. 9 1

1 . 0 1

1 . 4 0

1 . 3 4

1 . 3 5

. 5 3

. 4 2

. 6 7

. 9 2

. 9 0

. 7 1

. 6 5

.8 4

. 8 9

. 9 5

2 . 7 7

2 . 8 4

3 . 8 2

4 . 2 5

4 . 3 0

C a l -
e n d a r

QUARTERLY DIWDENDS PAID B l  T

M a r . 3 1 J u n . 3 0 S e P . 3 0 D e c . 3 1
F u l l
Y e a r

2003

2004

2005

2006

2007

. 3 7 5

. 3 7 5

. 4 3

. 4 5

. 3 7 5

. 3 7 5

. 4 1 3

. 4 5

. 5 0

. 3 7 5

. 3 7 5

. 4 1 3

. 4 5

. 5 0

. 3 7 5

. 3 7 5

. 4 1 3

. 4 5

. 5 0

1 . 5 0

1 . 5 0

1 . 6 7

1 . 8 0

I

I I I

I II =ihf |I I I  I IIII
2003

3 7 . 3 1

4 . 7 9

1 . 4 1

1 . 5 0

2 .B0

2 5 . 1 3

szsu
2 2 . 5

1 . 2 8

4 .5 %

1 2 3 0 7

4 9 0 . 8

4 3 . 9 %

6 .5 %

5 3 .1 %

4 5 . 0 %

1 a 4 1 4

1 3 2 8 9

4 . 8 %

5 .7 %

5 .4 %

1

I
I \ I I i I I 111

l l l l l  I l l I  I £11111 ll l u l l II I ll I
1997 1998 1999 2000 2001

1 2 . 2 6

3 . 6 6

1 .94

1 . 5 0

2 4 , 7 2

5 . 3 3

1 . 9 5

1 .5 0

2 1 . 1 9

6 . 8 9

2 . 5 0

1 . 5 0

3 1 .3 1

7 . 2 8

2 .6 9

1 . 5 0

2 6 . 8 8

5 . 4 8

2 .8 4

1 . 5 0

. 8 9

1 8 . 0 7

2 . 7 5

1 8 . 7 7

2 . 6 9

1 9 . 6 3

2 . 7 4

2 0 . 7 2

2 . 8 6

2 4 . a s

2 3 0 .2 1 2 3 7 . 0 7 2 3 2 .4 5 2 2 4 .5 3 2 9 7 . 8 4

1 1 . 8

. 6 8

6 .6 %

15.4

. a 0

5 .0 %

1 1 . 3

.64

5 .3 %

9 . 2

. 6 0

6 .1 %

1 0 . 9

. 5 6

4 . 8 %

2 8 2 1 .4

3 3 3 . 6

5 8 6 1 . 3

5 0 7 . 2

6 3 1 9 . 6

6 4 4 . a

7 0 2 9 .0

6 6 1 . 7

7 9 9 9 .4

1 2 7 . 0

3 8 .4 %

1 . 0 %

38.8%

1.5%

3 8 .0 %

2 .1 %

3 5 .3 %

4 .1 %

3 9 .5 %

4 . 9 %

5 7 . 5 %

3 4 . 3 %

54.0°/n
3 7 . 8 %

5 2 3 %

3 9 .8 %

5 2 .3 %

4 1 .5 %

60.1°/»
3 7 .2 %

1 2 1 2 4

9 5 7 3 . 2

1 1 7 5 6

9 2 4 2 .6

1 1 4 7 0

9 0 9 3 . 3

1 1 2 0 5

7 5 7 5 .1

1 9 9 0 7

1 2 4 2 B

3 .8 %

5 .5 %

7.4%

6 .4 %

9 .4 %

9 .9 %

7 . a %

1 1 . 8 %

12 .5%

1 . 9 %

12.4%

12.9%

4 . 9 %

9 .2 %

8 .9 %

2002
4 0 . a a

6 . 4 5

2 . 5 4

1 . 5 0

3 . 3 5

2 3 . 9 2

2 9 7 . 5 4

1 3 . 0

. 1 1

4 . 6 %

1 2 1 5 2

8 2 7 . 6

4 1 . 5 %

3 .0 %

6 0 . 2 %

3 8 . 0 %

1 8 7 5 6

1 2 6 8 0

6 .3 %

11.1%

1 0 . 5 %

2004
3 7 . 7 6

7 . 6 0

2 . 7 7

1 .9 1

2 . 5 1

2 6 .0 4

3 2 9 8 4

14 .1

.1 4

4 . 9 %

1 2 4 5 3

9 3 2 . 8

4 2 . 2 %

2 .7 %

52.8%

4 5 . 4 %

18938

1347s

6 .5 %

1 0 . 4 %

10.6%

2005
3 6 . 3 5

7 . 5 5

2 .a 4

1 .1 1

3 . 6 6

2 7 . 8 6

3 2 9 .8 4

1 8 .1

. 8 6

3 .7 %

1 1 9 8 9

9 5 1 . 0

4 2 . 1 %

2 .0 %

4 5 . 5 %

5 2 . 4 %

1 7 5 2 7

1 3 9 9 8

7 .1 %

10.1%

10.2%

2005
3 6 . 0 3

1 . 2 2

M 2

1 . 8 5

4 . 1 2

2 a . a o

3 1 9 .2 1

1 4 . 2

. 7 7

3 .4 %

1 1 5 0 1

1 2 6 5 . 0

3 8 6 %

2 .1 %

4 B. 6 %

51 .4%

1 7 5 7 0

1 4 6 6 7

9 .0 %

1 4 . 0 %

13.9'/»

2007 2008 o  VAL UE UNE PUB.  I NC .0.12
4 1 . 5 0

7 . 7 0

4 . 2 5

z a p

41.50
I a
4.30
2.15

Re v e n u e s  p e r  s h

"Ca s h  F lo w/ '  p e r  s h

E a m i n g s  p e r  s h  *

D i v ' d  De c l ' d  p e r  s h  I  I t

4 6 . 0 0

9 . 2 5

5 . 2 5

2 . 5 0

5 . 5 0

2 8 . 9 5

s .4 o

3 1 . 1 0

Ca p ' l  Sp e n d in g  p e r  s h

B o o k  W u e  p e r  s h  c

4.50
:us

3 0 4 . 8 0 s o 4 .a o C o m m o n  S h s 0 u l s t ' g  ° 3 0 4 .a o

Bold Hg
W M I
s i n

Ins are
Lino
: t e l

Av g  An n ' I  PE Ra t i o

R o l a l i v e  P E  R d o

Av g  An n ' l  Dlv 'd  Yie ld

. 9 0

1 3 . 5

3 . 5 %

1 2 6 5 0

1 3 0 0

1 2 6 5 0

1 : 1 0

R w e n u n  ( $ m i l l )

Ne t  Pro f i t  ($mi l l )

14ooo

1 6 1 0

4 1 . 0 %

2 . 0 %

4 1 . 0 %

2 . 0 %

I n c o me  T a x  Ra t s

A r u o c  ° / »  t o  i n P r o f i t

4 1 . 0 %

1 . 0 %

5 0 . 5 %

4 9 . 5 %

5 0 . 0 %

5 0 . 0 %

L o n g - T e n n  De b t  Ra t i o

Co mmo n  Eq u i t y  Ra t i o

4 1 . o %

5 2 0 %

moo
14325

1 1 9 5 o

1 5 2 7 5

T o t a l  Ca p i t a l ($ mi I I )

Net  Plant  (smal l )

2 2 1 0 0

1 6 2 0 0

s . s x

1 5 . 0 %

1 5 . 0 %

8 . 5 %

1 4 . 0 %

1 4 . 0 %

Rn u m o n  T o t a l  Ca p ' I

Re c u r  o n  Sh i .  Eq u i t y

Re c tu m o n  Co m Eq u i ty  E

1 . 5 %

1 1 5 %

1 3 . 5 %
i

80% 80%

I

6 5 % 5 0 % 5 6 % 6 3 % 1 0 1 %

4 .9 %

5 5 %

4 .2 %

5 9 %

7 .4 %

4 7 %

7 .5 %

4 9 %

7.0%

5 0 %

R e t a i n e d  t o  C o m  E t

A l l  D i v ' d s  u >  N e t  P r o

7 . 0 %

a m

B U S I N E S S :  F i r s l E n e r g y  C o r p .  i s  a  h o l d i n g  c o m p a n y  f o r  O h i o

E d i s o n ,  P e n n s y l v a n i a  P o w e r ,  C l e v e l a n d  E l e c t r i c ,  T o l e d o  E d i s o n .

M e t r o p o l i t a n  E d i s o n .  P e n d e c ,  a n d  J e r s e y  C e n t r a l  P o w e r  s  L i g h t .

P r o v i d e s  e l e c t r i c  s e w i o e  t o  4 . 5  m i l l i o n  w s t o m e r s  i n  O h i o  ( 5 8 %  a l

r e v e n u e s ) ,  N e w  J e r s e y  ( 2 2 / » )  a n d  P e n n s y l v a n i a  ( 2 0 % ) .  E l e c t r i c
r e v e n u e  b r e a k d o w n  b y  c u s t o m e r  d o s s  n o t  p r o v i d e d  b y  c o m p a n y .

G e n e r a t i n g  s o u r c e s :  c o a l ,  4 4 % ,  n u c l e a r ,  2 6 v .  p u r c h a s e d ,  3 0 Y  .

F u e l  c o s t s :  3 7 %  d  r e v e n u e s .  ' a s  r e p o r t e d  d e p r e s s .  r a t e s :  2 . 1 %
4 . 1 % .  H a s  1 3 , 1 0 0  e m p l o y e e s .  C h a i r m a n :  G e o r g e  m .  S m a n L  P r e s i -

d e n l  &  C E O :  A n t h o n y  J .  A l e x a n d e r .  C O O :  R i c h a r d  R .  G r i e g .  I n c . :

O h i o .  A d d r e s s :  7 6  S o u t h  M a i n  S t r e e t ,  A k r o n ,  O h i o  4 4 3 0 8 - 1 8 9 0 .

T e l . :  3 3 0 - 3 5 4 - 5 1 0 0 .  l m e m e t . f i r s t e n e r g y l : o r p . c o m.

higher margins on the power they are sup-
plying to the company's Penn Power sub-
sidiary, since Penn Power made its sched-
uled transition to market-based rates. This
should benefit share net by S0.l2.
There's  a  l o t  o f  uncer ta i n t y  i n  our
earnings est imate for  2008.  Higher
kilowatt-hour sales and margins on power
generation should be pluses, but higher
transition-cost amort izat ion wi l l  be a
minus. Operating and maintenance ex-
penses could go either way. We're tenta-
tively estimating a slight earnings in-
crease. FirstEnergy plans to issue 2008
earnings guidance in early December.
We expect a dividend hike at the next
board meetirzig, in December. We esti-
mate that the directors will raise the uar-
terly dividend by $0.03 a share (6»8. to
$0.53. That would be below recent in-
creases, but would still be a very healthy
rate of growth.
We think FirstEnergy's sol id
earnings- and dividend-growth poten-
tial is reflected in the stock price. The
yield and 3- to 5-year total-return poten-
tial are subpar, by utility standards.
Paul E. Debbas, CFA November 30, 2OU7

Distribution rate cases are pending at
Fi rstEnergy's three ut i l i t ies in Ohio.
Ohio Edison, Cleveland Electric. and
Toledo Edison are seeking base rate hikes
totaling $332 million, based on a return of
ll.75% on a common-equity ratio of 49%.
The utilities are seeking recovery of higher
costs and expenses that were deferred un-
der previous regulatory plans. An order is
due by March of 2008. New rates would
take effect at the start of 2009 for Ohio
Edison and Toledo Edison, and in May of
2009 for Cleveland Electric.
Two of FirstEnergy's util ities in Penn-
sylvania have appealed a regulatory
ruling to the courts. The Pennsylvania
commission rejected the request of MetEd
and Penelec for a total of $2lg million in
rate relief associated with power genera-
tion. A court decision is expected in 2008.
Earnings should wind up much high-
er in 2007. Earlier this year. FirstEnely
executed a sale/leasebac transaction or
its largest coal-fired unit. The deal raised
$1.2 billion, $900 million of which was
used to repay short-term debt that was
used to fund a stock buyback. Also, Fir-
stEnergy's generating assets are earning

d u e  e a r ly  F e b .  (B)  Div 'd s  h is to r ic a l ly  p a id  e a r ly
M a r . ,  J u n e ,  S e p t . ,  &  D e c .  F i v e  d i v ' d s  d e d .  i n
.0 4 .  I  Div 'd  r e in s .  p la n  a v a i l .  1  Sh a r e h o ld e r  in v .
p l a n  a v a i l .  ( C) i n d . i n l a n d . :  I n  0 6 :  $ 3 2 . 3 9 I s h .

C o m p a n y ' s  F l n a n c l a l  S t r e n g t h
St o c k ' s  Pr l c e  S t a b i l i t y
P r i c e  G m w l h  P e r s l s t e n c e
E a r n i n g s  m a i m n l I i x y

( D)  In  mi l l .  ( E)  Ra t e  b a s e :  De p r .  o r ig .  c o s t .  Ra t e
a l l  d  o n  c o m.  e q .  i n  NJ  i n  ' 0 5 :  9 . 7 5 %:  i n  PA i n
' 0 7 :  1 0 . 1 %,  h a m.  o n  a v g .  c o m.  e q . ,  ' 0 6 :  1 3 . 5 %.
Re g u l .  C l i m a t e :  OH,  Ab o v e  Av g . ;  PA ,  NJ .  Av g .

A
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8 0
5 0

34. 1
27. 1
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1 2 0
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( A )  D i l .  E P S .  E x c l .  n o r  r e c .  l o s s e s :  ' 0 2 ,  4 0 ¢ ,
' 0 3 ,  2 5 ¢ ;  ' 0 4 ,  1 1 ¢ ,  ' 0 5 ,  2 8 ¢ ,  g a i n s  ( l o s s e s )  f r o m
d i s c .  o p s . :  '0 3 ,  ( 3 3 ¢ ) ,  '0 4 ,  1 ¢ _  '0 5 ,  5 ¢ :  '0 5 ,  ( 1 ¢ ) .
' 0 6  EPS d o n ' t  a d d  d u e  t o  c h g .  i n  s h e .  Ne xt  e g g .
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1991 1992 1993 1994 1995 199s 1997 1998

22.11

2.37

1.20

1.11

20.83

2.51

1.27

1.13

20.64

2.23

1.19

1.15

20.14

2.52

1.30

1.11

21,76

2.73

1.33

1.19

22.B5

2.81

1.30

1.21

22.95

3.01

1.38

1.22

23.12

3.23

1.4s

1.24

3.42

12.18

4.03

11.06

4.06

11.62

3.50

11.90

3.27

12.25

3.33

12.52

2.3t

12.17

2.60

12.87

47.73 49.52 55.35 57.31 59.55 51.71 63.79 64.23

1 4 2

.91

6 . 5 *

15.3

.93

5.8%

15.5

.92

6.2%

12.5

.oz

7.2%

13.5

.90

6.6%

13.7
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13.2

.76

6.7%

13.4

.70

6 2 %

1999
23.64

3.35

1.45

1.24

2.09

13.16

64.43

12.1

.69

7.1%

1523.3

111.1

33.9%

6.1%

47.2%

41.4%
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6.8%

10.3%
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2000 2001 2002
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3.08
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24.26
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22.46
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12.72
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1.74

14.21

65.98 11.20 73.62
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11.8

.60
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13.5
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5.7%

1719.0

84.s

1727.3

109.8

1653.7

120.2

41.6%

9.8%

34.6%

5.9%

34.6%

4.8%

5B.4%

39.9%

56.9%

41.6%

52.0%

46.5%

2101.2
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9.8%
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11.6%
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11.3%

2004
23.85
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1.36

1.24

2.66

15.01

B0.69

19.2

1.01

4.8%

1924.1

109.6

45.8%

7.6%

47.6%

51.0%

2375.1

2422.3
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8.8%

8.9%

2005
27.36

3.22

1.46

1.24

2.75

15.02

80.9B

1a.a

.97

4.6%

2215.6

120.3

36.4%

5.9%

45.2%

53.3%

2283.9

2542.8

6 8 %

9.5%

9.7%

2006
30.21

3.19

1.33

1.24

2.58

13.44

81.45
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4.6%

2450.9
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36.5°/»
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2252.1

2647.5
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.90

1.24

31.60

3.20

1.25

1.24

Revenues per sh

"Cash Flwl" per sh

Eamings per sh A

Div'd DecI'd per sh s I  1

35.75

3.75

1.50

1.24

z o o

13.60

1 5 5

13.75

Clp'I Spending per sh

Book Value per sh c

2.25

14.25

1 1 5 0 15.50 Common Shs0utst'g ° a1.oo
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1.40

5.2%

Avg Ann'l PIE Ratio

Rolatwe PIE Ratio

Avg Ann'l Div'd Yield

14.0

.95

6.0%

2500
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2700
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Revenues($mlIl)
nu Profit I$miIII

3100

14a

39.0%

1 2 . %

39.0%

14.0%

Income Tax Rate

AFUDC % lb nu Flu4it

4o.ox

6.0%

53.0%

46.0%

53.0%

45.5%

Long-Term Debt Ratlo

Common Equity Ratio

51.5%

47.0%

2475

2720

2575
zees

Tool Capital ($miuI
Na Plant ($mlII)

2s2s

2950

4.5%

5.5%

6.5%

5.5%

9.0%

9.0%

Recur on Total Cap'l

Recur on Shr. Equlty

RMum on Can Equity E

8.5%

11.0%

11.0%

CAPrrAL STRUCTURE as Of s/aolw
Total Debt $1331.0 mill. Due In 5 Yrs $a20.4 mill.
LT Debt $1205.0 mill. LT lnier¢51 $67.0 mill.
ind. $50 mill. 6.5% oblige. pfd. sec. d trust subsidy.
(LT inletest earned: 2.6x)
Pension Assets-12/05 $875.3 mill. Oblig. $985.6
mill.
Pfd Stuck $34.3 mill. Pfd DN'd $2.0 mill.
1,114,657 she. 414% to Sm A. sao par. call. $20 no
$21, 120.000 she. M°/1, $100 par. call. $100.
Sinking fund ands 2018.
Common Stock 83,040,566 she.
as of 1012s107
MARKET CAP: $1.8 billion (Mid Cap)

200s
lcs

2005
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6718
15.21
2184
1641
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ANNUAL RATES
of flange (per sh)
Rev enues
"Cash Flow"
Eamings
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Book Value 2 . 0 %

Pa s t  Es ! 'd  'M- '0 6
5 Yrs. to '10-'12

2 . 0 % 4 . 5 %
- .5% 3 . 0 %

-1 .0 A 1 .5%
Ni l
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andar

QUARTERLY REVENUES (S mill.)
llar.31 Jun.30 Sep.3ll Dec.31

Full
Year

2004

2005

goos

2007

20os

516.4

624.8

607.1

671.7

675

437.1

472.6

574.9

554.0

s i s

461.8

522.3

605.0

600.8

675

506.8
595.9

673.9

673.5

675

1924.1

2215.6

2460.9

2so0

2700

Cal-
endar

EARNINGS PER SHARE A

Mar.31 Jun.30  Sep.3 Il Dec.31
Full
Year

2oo4

zoos

2006

2007

200s

.51

.46

.40

.24

.35

.40

.30

.40

.17
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.14
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.21

. 3 0

.31

.35

. zo

. 2 1

. J o

1.36

1.46

1.33

.90

1.25

Cal-
endar

WARTERLYDMDENDS PAID B l t
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

20o4

2005

goos

2907

goos

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

.31

1.24

1.24

1.24

1.24

1464.0

103.3

1485.2

113.2

34.9%

16.5%

33.5%

14.2%

43.4%

44.0%

44.7%

43.1%

1851.3

2019.5

1918.9

2093.4

7.0%
9.8%

10.6%

7.4%

10.7%

11.4%

3.0%
75%

1.8%

87%

1.5%

88%

1.7%

84%

4.4%

63%

4.3%

63%

3.9%

64'/»
1.1%

87%

1.5%

B5%

1 %

93%

N I F

MMF

Nil

99%

Retained to Com Et

All Div'ds lO Net Prof

2.5%

79%

'01. Elec. rev. breakdown, '06: res idential,  34%, oommerdal, 34%:

large light  L  power,  32%. Generat ing sources ,  '06:  on,  62%, pur-

chased, 38%. Fuel costs: 52% M revs. '06 reported dept. rate (uti li -

ty ):  3.9%. Has 3,400 employees. Chairman: Jeffrey n. W atanabe.

Pres.  & CEO: Constance H. Lau. Inc . :  Hi .  Address:  P.O. Box 730.

Honolulu, Hl 96808 0730. Tel.: 808-543-5662. Web: wvvw.hei.com.

BUSINESS: Hawai ian Elearic  Industries. Inc. is  the parent campa-

ny  o f  Hawa i i an E lec t r i c  Company  (HECO) a  Amer i c an Sav ings

Bank (ASB). HECO & i ts  subs.,  Maui  Elednc Co. (MECO) S Hawai i

Electric Light Co. (HELCO), supply electricity to 434.000 customers

on Oahu,  Maui ,  Moloka i ,  Lana i .  & Hawai i .  Operat ing companies '

sys tems are not  interconnected.  Discont inued int ' I  power sub.  in

HEl's American Savings Bank subsid-
difficult business

years,

O ne  o f  H aw a i i an  E l ec t r i c  I ndus t r i es '
u t i l i t i e s  re c e i v e d  a n  i n t e r i m  ra t e  o r -
d e r  i n  l a t e  D e c e m b e r .  M a u i  E l e c t r i c
Company (MECO) was granted an interim
tariff hike of $13.2 million (3.7%) based on
a 10.7% return on equity. Importantly, the
commission also granted MECO a regula-
tory mechanism to t rack pension costs.
HEl 's other two ut i l i t ies, Hawaiian Elec-
tric Company (HECO) and Hawaii Electric
Light  Company (HELCO),  have pension
trackers as well,
Despi te the rate re l ie f  that  HEl ' s  ut i l i -
t i e s  h a v e  r e c e i v e d  i n  r e c e n t
keep ing up w i th  r i s i ng  costs  i s  t ough.
And the increases in operating expenses
are not only due Lo inflation. Maintenance
and repair expenses are up because the
util it ies' plants have to be run harder due
to a t ight capacity si tuat ion. As a result ,
the us cit ies have not been earning their
allowed returns on equity.
E a r n i n g s  p r o b a b l y  d i d n ' t  c o v e r  t h e
d i v i d e n d  i n  2 0 0 7 ,  a n d  w e  t h i n k  H E l
w i l l  ba re l y  ea rn  t he  d i sbu rsem en t  i n
2008. Last year. third-quarter profits were
especially weak because HECO received a
final rate increase that was lower than an

interim rate boost received in 2005. This
forced the company to take an $8.3 million
(80.10 a share) reserve for a refund of pre-
viously collected revenues. In addition to
the aforementioned problems at the uti l i-
ties.
vary is also experiencing
condi t i ons.  The net  i n terest  marg in  i s
down, loan growth is slowing , and deposits
are decl ining.  Despi te HEs bot tom-l ine
weakness, we think the dividend will hold
at the current level for the time being.
Some l a rge  cap i t a l  spend ing  pro jec t s
shou ld  be  comple ted  i n  t he  nex t  year
o r  t w o .  H E C O  p l a n s  t o  a d d  a  1 1 0 -
megawatt  biofuel-l i rcd peaking unit  at  a
cost of $164 million. The utility also plans
a  $69 . 6  m i l l i on  t ransm i ss i on  p ro j ec t .
HELCO is adding 18 mw of capacity at a
cost of $92 mil l ion. This wil l  necessitate
some debt and equity financing.
We d o n ' t  r e c o m m e n d t h i s stock,
despite its high yield. HEl's weak earnings
are a concern, and we project no dividend
growth, even over the 3- to 5-year period.
Note that  we have cut  HEl ' s  F inancia l
Strength rating a notch, to B++.
Pau] E Debbas, CFA February 8, 2008

(B) Div'ds historically paid in early Mar., June,
Sept.. and Dec. l Div 'd reins. plan avail. 1
Sharehldr. invest. plan avail. (C) Ind. inland. In
'06: $2.45Ish. (D) In mill., adj. for split. (E) Rate

B44

100
40
7 0

base: Orig. cost Rate alld on com. eq. in '07:
HECO, 10.7% (interim), in '01: HELCO, 11.5%.
in '0`I: MECO, 10.7 A; earned on avg. com. eq.,
'06: 9.3'A. Regular. Climate: Above Avg.

Price  Gluwlh

Compaq:  F inanc ia l Strength
Stock's rice szabmzy

Persistence
Eamings Predldability

21.3
18.2

Target Price Range
2010 2012

54

48
40
32

24
20
16

12

a

-6

HIIII
ullll

iii
HI

' IO-12

(A) Diluted EPS. Excl. gains (losses) from disc.
ops.: '98, (16¢), '99, 6¢» '00, (56¢)- '01, (36¢),
'03, on '04, 2¢_ '05, (1¢); nor rec. gain (loss):
'05, 11¢, '07, (9¢).Nextegg. due late Feb.
0 2008, Value Line Publishing, Inc. All riots reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER is NOT RE PONSIBLE DR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No pan |
of it may be reproduced, resold. stored or transmitted in any primed, ele¢1r0nic of other form, or used for generating or marketing any primed or electronic publication, service or product.
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PIE RATI0

DIVD
YLD 3.7% VALUE

LINE
36.5
26,0

53.0
25.9

49.4
33.6

41.0
209

30.2
20.6

32.9
25.3

32.1
25.2

40.2
29.0

39.2
30.1

High:
Low:

34.3
27.3

37.8
28.5TIMELINESS 3 Raised 8l17l07

sAFEr 3 Luwered2/14/03

TECHNICAL 2 Lowered 2I8loB

BETA .95 (1.00=Marke\)

H'gh
L.Lw

Price
4 0
2 5

Ann'l Total
Recur

9 %
- 2 %

2010-12 PROJECTIDNS

Gain
(4 -25%
( - 2 0 %

In s id e r  D e c is io n s

M A M J J A S O N
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
2 2 2 0 0 1 0 0 0

In Boy
Options
to Sell
In s t i t u t io n a l  D e c is io n s

192007 2q2007 302907
84 93 70
BE 78 74

27777 34771 37672

Ia Buy
Io Sell
Hld's(0IJII

ll'

2011
LEGENDS

0.98 x Dividends 5 sh
ln18[€5 Rate

rlr,e StrengthRelative
Yes

divided b

Oglions: . .
haded area lnchcafes recessIon
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I
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I
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% TOT. RETURN 12101
THIS

slocK
_as

28.6
76.5

VL ARITN.
INDEX

1.3
25.2

117.2

1 yr.
3 yr.
5 yr.

s »

ll I I  | I I ...Hll..l.
15
10
5

Percent
shares
traded

1 I
I

Ill'
2005

20.15

3 8 7

1 7 5

1 2 0

4 5 3

24.04

42.65

15,7

89

4.1%

B595

6 3 ]

15.9%

4 1 %

50.0%

50.0%

20488

23143

45%

52%

5.2%

I I I~llllI
I

' l l I

l II

llllIIIIIIII ll ti I l l ll Hlll ll II:
2007 2008 © VALUE UNE PUB., INC2006

21.23

4.64

2.35

1.20

5 1 5

2575

4353

1 5 1

.BZ

3 4 %

926.3

1004

13.3%

4.0%

45.2%

543%

2052B

2419.1

6.2%

8.9%

8.9%

2003
20,41

3,50

es

1.B5

3.89

22,54

38.34

25.5

1 5 1

6.7%

7B2,7

40,1

7.5%

50.8%

484%

18625

20583

3 1 %

4.4%

4.2%

2004
20.o0

4,12

1.90

1.70

4.73

23.BB

42.22

15.5

.B2

4.1%

844.5

77.8

3 3 %

493%

5oJ %

19B7.B

22095

5.3%

7,7%

7.2%

2000
27.10

5.63

3.50

1.85

3.73

21.82

37.51

10.9

.71

4.9%

1019.4

137.6

32.1%

3.6%

48.3%

45.9%

1790.0

1805.0

9.2%

14.9%

15.0%

2001
150.10

5.63

3.35

1.85

4.78

23.15

37.63

11.4

.58

4.9%

5648.0

130.0

33.3%

3.1%

46.4%

47.9%

1818.0

1885.0

8.7%

13.3%

14.4%

2002
24.43

4DB

1 5 3

1.BG

3.53

23,01

38.02

18.9

1 0 3

6 0 %

928.8

66.3

3.0%

49.2%

47.9%

1B26.9

19085

5.1%

7.1%

7.0%

1991 1992 1993 1994 1995 1996 1997 1998 1999

14.22

3.26

1.56

1.86

13.75

3.16

1 5 5

1.86

14.57

3.53

1.97

1.86

14.45

3.39

1.80

1.86

14.51

3 8 9

2,10

1.86

15.38

4.05

2.21

1.86

19.90

4.22

2.32

1.85

29.83

4.59

2.37

1.86

17.50

4.50

2.43

1.86

3.94

17.05

3.26

17.28

3.32

17.86

2.94

17.91

2.23

18.15

2.49

18.47

2.51

1s.93

2.37

19.42

2.95

20.02

33.98 3649 37.09 37.61 37.61 37.61 37.51 37.61 37.61

16.8

1.07

7.1%

17.0

1.03

7.1%

1 5 4

.91

6.1%

1 3 9

.91

7.4%

12.4

.83

7.2%

13.7

.86

6.1%

13.6

.78

5.9%

14.4

.75

5.4%

12.7

.72

6.0%

19,80

4.25

2.00

1.20

21.80

4.55

2.15

1.20

Revenues per sh

"Cash Flow" perch

Earnings perch A

Div'd Decl'd per sh B r l

z7.so

5.25

2.25

1.20

6.80

25.05

6.15

27.75

Cap'l Spending per sh

Book Value per sh c

5.25

30.95

45,00 46.30 Common She 0uts t 'g D 47.50

16.1

.as

3.7%

Avg Ann'i PlE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

14.5

.95

3.6%

890

88.0

1010
97.0

Revenues ($milI)
Net Profit ($mill)

1320

105

32.0%

5.0%

32.0%

5 0 %

Income Tax Rate

AFUDC % to Net Profit

32.0%

5.0%

47.5%

52.5%

47.5%

52.5%

Long-Term Deb! Ratio

Common Equity Ratio

50.0%

50.0%

2245

2620

2455

2795

Total Capital ($mill)
Net Plant ($milI)

2940

3175

5.5%

7,5%

7.5%

5.5%

75%

75%

Rel um on Total Cap'I

Return on Shr, Equity

Return on Com Equity E

5.0%

7,0%

7.0%

748.5

92.3

1122.0

94.8

658.3

96.9

33.5%

.6%

32.0%

1.3%

32.0%

3.2%

46.2%

46.8%

49.4%

44.2%

48.9%

44.8%

1522.2

1716.9

16523

1711.5

1680.3

1745.7

7.8%

11.3%

12.2%

7.3%

11.3%

12.2%

7.4%

11.3%

121%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $1298_5 mill. Due in 5 Yrs $460.7 mill.
LT Debt $10613 mi ll. LT Interest $57.2 mill.

(LT interest earned: 2.6x)

Pension Assets-12/06 $400.9 mill. Oblig. $425.6

mill.

Pfd Stock None

Common Stock 44 995,330 she.

MARKET CAP: $1.6 billion (Mid Cap)

26535
3 .45

3084
2963

N A
+3 .8

ELECTRIC OPERATING STATISTICS
2 0 0 4 2 0 0 5
+2 .0

2 6 5 4 8
3 .35

2912
FeakL0ad Summer 2B43

N A
+3.2

2006
+1 .0

2 6 7 3 1
2 .96

3085
30B4

N A
+3 .6I

% Change Retail Sales (KWH)

Avg. Indus» Use (MM
Avg. Induct Revs. per {¢]
Capacity at Peak (Mw

w}
Annual Load Facial (IQ

% Change Customers -Ana)

2 7 42 0 71 4 8Flied Charge Cav. (%]

Pa s !
10 Yrs.

3 . 5 %
1 .0%

Est 'd '04- '06
to *1 B-'12

5 . 0 %
4 . 0 %
2. 0%

Ni l
4 . 0 %

-4.5%
3 . 0 %

Past
5 Yrs.

-20 .5%
-4.5%
-8.5%
-8.5 A
2 .5%

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue

Cal-
endar

QUARTERLY REVENUES($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

200B

197.7

210.6

184.8

208.0

245

188.2

195.6

268.4

206.7

235

21199

204.9

242.6

213.8

260

24B.7

24B.4

230.5

261.5

270

844.5

859.5

926.3

890

1010

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  5 e p. 3 0 Dec.31
Full
Year

2004

2005

2006

2007

2008

.37

.42

.42

. 3 7

. 3 7

.68

.55

.76

.65

.75

.34

.22

.53

.42

.43

.51

.55

.64

.56

. s a

1.90

1.75

2.35

2.00

2.15

Cal~
ender

QUARTERLY DIWDENDS PAID BTI
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

.465

.30

.30

.30

.465

.so

.30

.30

.30

.30

.30

.30

.465

.30

.30

.30

1 7 0

1.20

1.20

1.20

2.4%

82%

2.6%

80%

2.9%

78%

7.5%

55%

6.3%

58%

NMF

113%

NMF

NMF

21%

65%

1.3%

80%

4 3 %

51 %

3.0%

60%

3.5%

56%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

53%

'06 revenues, estimated labor costs: 9.0% 2006 depreciation rate:
2.8%. Fuel sources: hydro, 43% thermal, 33%, purchases, 24%.
Has 1,976 employees. Chairman: Jon H. Miller. Chief Executive Of-
ficer 8. President; J. LaMont Kean. Incorporated: Idaho. Address:
1221 W. Idaho St., Boise, idaho B3702. Telephone: 20B-388-2200,
Internet: vnnw.idacorpinceom.

BUSINESS: IDACORP, Inc. is the hading company for Idaho
Power, a utility that owns 17 hydroelectric generation developments
and partly owns three coal plants. Sold a patented fuel cell system
in 2008. Sells electricity in Idaho (96% of revenues.) and Oregon
(4%). Revenue breakdown: residential, 33%; commercial, 18%, in-
dustrial, 11%, other, 38%. Fuel and purchased power cost: 43% of

ITCORP's construction budget will
be large for the next few years. To
cover an expected 2% annual rise in cus-
tomer energy demand, IDA issued a 10-
year resource plan that calls for an in~
crease of 2,350 megawatts (row) in genera-
tion and 285 mw of new transmission lines
over the next 18 years. For starters, it has
bought 13 (mw) of geothermal power and
has contracts to purchase 100 mw of wind-
driven power that will go on line by year-
end 2008. To diversify the energy mix, it
will build a 170 mw gas-fired unit at the
Evander Andrews site with a transmission
line to carry the power where needed. On
the hydro side, Shoshone Falls' capacity
will be boosted from 12.5 mw to 62.5 mw,
if water is available. New coal plants out-
side of Idaho are under consideration. The
package will require capital spending of
about $380 million annually through 2009
and lesser amounts thereafter.
The company has filed for higher
rates. Since the last rate case, IDA has in-
vested large sums in its electric super-
structure. These expenditures include
some $200 million on 650 miles of trans
mission and distribution lines and 10 new

substations. Another $127 million was
spent on maintenance and improvement of
existing facilities and on environmental
upgrading at coal- and gas-fired plants.
Too, costs of $34 million have been in-
curred for relicensing hydroelectric units.
All told, the utility seeks a hike of $63.9
million based on an 11.50% return on
equity, up from the present l0.25%. A reg-
ulatory order on the request is due by late
February. It will take effect when issued.
We look for improved earnings in
2008. Last year's results were hurt by
poor hydro conditions. This increased
O8zM expenses and raised the need for
more costly fossil fuel generation. Our
2008 earnings estimate of $2.15 a share
assumes a return to average winter snow-
pack and a reasonable rate award. Slow,
but steady, gains are likely to 2010-2012.
Dividend growth is not the company's
strong suit. Though the yield is frac-
tionally above the industry norm, we ex-
pect no increase in the payout for a while,
because of the need to save cash for the
building program. Income-oriented inves-
tors will likely fare better elsewhere.
Arthur H Medalist February 81 2008

May, late Aug., and late Nov. l Divd reinvest~
went plan avail. t Shareholder investment plan
avail. (C) Incl. deferred debits. In '06: $9.65/sh.
(D) In mi ll.  (E) Rate Base:  Net  or igina l cos t .

R a t e  a l lo w e d o n c o m.  e t .  i n  I da ho  i n  ' 0 4 :
10,25%, earned on avg. system com. eq., '06;
93%. Regulatory Climate; Above Average.

Company's Financial Strength
Stock's  Pr ice Stability
Price  Growth Persistence
Earnings Predictability

B+
90
15
50

III llllulll

38.1
299

Target Price Range
2010 2012

80

60
50
40

30
25
20

15

10

- 7 . 5

M

l l l l l l l l l l
'I0-12

(A) EPS diluted. Excl. nonrecurring gains
(loss): '93, 1e¢, '00, 22¢, '03, 25¢, '05, (24¢):
'06, 17¢. Next earnings report due mid-Feb.
(B) Div'ds historically paid in late Feb., late
we 2008, Value Line Publishing, inc All rights reserved. Factual material is obtained ham sources believed to be reliable and is provided without warranties al any kind.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANV ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscribers own, noncommercial, internal use. No part 1
of it may be reproduced. resold. stored of transmitted in any primed, electronic nr other form, Ur used for generating nr marketing any printed or electronic publication, sen/ice or product.
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PIE
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LINE

23.9
16.4

23.7
16.8

27.8
20.9

301
24.5

35.8
25.0

36.4
27.6

38.8
30.5

37.0
29.2

37.0
29.4

High:
Low:

27.5
19.6

23.8
18.5

1
TIMELINESS 3 Raised 8l17l07

SAF EW New1l3I03

TECHNICAL 3 Raised 11l30l07

BETA .85 (1.00=Market)

Ann'l Total
Return
1 0 %

4 %
H'gh
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Price
4 5
3 5

2010-12 PROJECTIONS

Gain
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0 0 0 0 0 0 0 0 0
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to Buy
Options
to Sail

In s t i t u t io n a l  D e c is io n s
1Q2007 202007

49 38
16 33

6829 7891

392007
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30
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106 x Dividends p sh
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5 yr.
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STOCK
6.3

15.5
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INDEX

3.0
31.3

107,s

.°< I
6
4
2

Percent
shares
t raded
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I r I I I

I
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2006 2007 2008 o VALUE UNE PUB., INC1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

14.41

2.83

1.52

1.11

14.21

2.79

1.45

1.19

15.18

2.86

1.51

1.19

15.23

2.92

1.53

1.25

15.46

3.03

1.49

1.26

15,75

2.41

.oz

1.28

1s.4s

3.25

1.40

1.29

15.53

3.59

1.38

1.30

16.96

3.81

1.48

1.31

19.50

3.89

1.67

1.32

19.55

3.78

1.62

1.33

19.75

3.33

1.69

1.34

21.89

2.94

1.11

1.35

1.24

10.98

.TO

11.24

1.47

11.51

1.64

11,78

1.19

12.01

1.36

11.14

1.35

11.25

1.92

11.34

3.16

11.49

4.44

12.05

2.47

12.61

4.45

12.94

4.52

14.34

16.05 16.05 18.08 16.08 16.08 16.08 16.08 1s.oa 15.16 16.52 11.01 17.57 18.34

11.3

.72

6.B'/»

14.3

.87

5.7%

15.2

.90

5.2%

14.a

.94

5.7%

14.5

.91

5.8%

28.1

1.76

5.5%

14.5

.so

6.3%

16.2

.84

5.8%

14.0

.80

6.3%

11.1

.76

6.7%

14.8

.16

5.5%

16.0

.BE

5.0%

17.5

1.00

4.5%

2004 2005
2084

2.8B

1,77

1.36

25,10

3 0 0

157

1,37

4.70

16.59

4.19

1681

20.39 2045

18.0

95

4.3%

2 2 4

119

3.9%

424.9

33.8

5134

32.1

378% 382%

2 2 %

37.4%

625%

393%

501%

5405

5074

7.1%

5562

6577

6.5%

100%

10.0%

9.3%

9 3 %

24.20

3.52

2.06

1.39

24.65

1 5 0

z a g

1.41

25.10

3.55

z4 0

1.43

Revenues per sh

"Cash Flwl" per sh

Eamlngs per sh A

Dlv 'd Ded'd per sh I I

2s.so

4.10

2.s0

1.50

4.41

17.e9

4.00

17.00

4.00

17.90

Clp'I Spending per sh

Book Value per sh

4.00

1s.7o

20.98 21.90 21.90 Common She °11!=l's c 21.90

15.9

.as

4.3%

Told We
Value
es Ian

mis an
Lana
Ilea

Avg Ann'I PIE Ratio

Relative PE Ratio

Avg Ann'I Div'll Yield

15.0

1.00

4.6%

507.5

42.4

sao

51.0

550

5 1 0

Revenues ($mill)

nmmm ($miII)
s ly

58.0

37.9%

1.7%

38.0%

2.0%

:l1.0%

2.0%

Income Tax Rah

Aruoc % to Net Plufit

31.0%

2.0%

38.7%

61.3%

39.5%

60.5%

39.0%

61.0%

Long-Term Debt Ratio

Common Equity Ratio

39.0%

61.0%

512.6

12a.4

1.5%

520

n o

9.0%

s40

590

9.5%

Total Capital (small)

Net Plant ($mill)

Recur on Total Cap'l

sao

7 W

9.5%

11.3%

11.3%

12.5%

12.5%

13.5%

115%

Return on SM. Equity

Recur on Com Equity °
14.0%

14.0%

264.7

22.5

249.8

22.2

214.0

23.5

324.1

27.4

333.7

21.2

347.1

29.2

401.5

30.6

37.5%

.2%

37.1%

.9%

36.9%

1.9%

36.5%

1.9%

36.9%

2.2%

39.1% 39.4%

41.8%

58.2%

46.7%

53.3%

44.5%

55.5%

47.8%

52.2%

42.2%

57.8%

45.8°/»
54.2%

43.5%

56.5%

310.8

2a4.7

8.8%

342.0

zsa.s

8.0%

334.3

260.1

a.s%

383.7

342.8

a.a%

373.9

401.2

9.0%

419.5

451.5

8.1%

465.3

537.5

7.8%

12.4%

12.4%

12.2%

12.2%

12.a%

12.8%

137%

13.7%

12.6%

12.6%

12.B'/»
12.8%

11.6%

11.6%

CAPITAL STRUCTURE as d9rsol01
Total Debt $336.3 mill. Due in s Yrs $65.0 mill.
LT Debt s2s2.a mill. LT Interest $12.0 mm.

(LT interest earned: 4.3x)

Leases. Uncapitallzed Annual rentals $1.4 mill.
P e n s io n  A m a - 1 m s  $ 1 16.7 mill.

Obllgatlon $173.5 mill.

P f d  s a w No n e

Common Stock 21,868,684 she.
as  d1or:mo1
MARKET CAP! s12s million (Small CIP)

z o o s
- 0 . 7

2 8 6 5
6 . 20
7 8 0
N A
N A
N A

c s
2 0 0 5

- 0. 7
aorta
5 . 42
s 1 2
6 9 0

48 . 1
+1 .6

+1 .s
4 5 2 4
4 . 40
7 6 3
7 1 4

59. 1
+1 .0

ELECTRIC OPERATING STA11ST'l
2o o 4

s .re R8N5l lKwlH)
Avg Md (4)
Ciglulyl
P KLqg_§lllll1ll[]
NNI Loa: Fader Ne)
% Qlllge Cuiames \iv;)

3 4 03 5 23 8 8FNI!d(1llgeWl.('II)
Est'd '04-'as

lb '1 Il-'12
. 5 %
. 5 %

6 . 0 %
. 5 %

7 . 0 %

Past
Yrs.
4 . 5 %

- 4 . 0 %
2 . 5 %
1 . 0 %
7 . 0 %

ANNUAL RATES
d change (per sh)
Rev enues
"Cash F lo w"
Eamings
Div idends
Book Value

Past
10 Yrs.

4 . 0 %
1 . 0 %
3 . 5 %
1 . 0 %
4 . 0 %

Cal-
ondar

QUARTERLY REVENUES (Smill.)
l la r .31  Jun.30  $ep.3 IJ  Dec .31

Full
Year

2oo4

2005

200s

2001

2001

135.4

138.9

1sa.s

167.9

1 7 1

86.8
114.4

110.6

116.3

1 1 1

85.4

100.5

99.7

110.5

113

117.3

159.6
138.6

145.3

148

424.9

513.4

507.5

5 4 0

5 5 0

Cal-
endar

EARmucs PER SHARE A

Mar.31 Jun .30  Sep .30  Dec .31
Full
Year

2004

2005

200s

2001

2000

.48

.48

.so

.71

. 1 1

.74

.40

.as

.59

.60

.30

.27

.34

.47

. 4 9

.25

.42

.54

.so

.50

1.77

1 .51

2.06

2.35

2.4o

Cal-
endar

GUARTERLY DMDENDS PAIDB I

Mar.31  Jun.30  Sep.30 Dec.31

Full
Year

2003

2oo4

2005

zoos

2007

.338

.342

.345

.348

.355

.335

.338

.342

.345

.348

.336

.338

.342

.345

.348

.338

.342

.345

.348

.355

1.35
1.36

1.37

1.39

1.0%

92%

1 %

94%

1.5%

as%

2.9%

79%

2.3%

as%

2.6%

79%

2.5%

79%

2.3%

77%

1.2'/»
87%

3.7%

67%

5.0%

51%

5.5%

59%

Retained to Com Et

All Div 'ds lb NM PM

6.0%

57%

Generating sources. '06: coal. 49'/-1 purchased power, 44v.. natural
ga s  a nd o the r ,  7 % .  Fue l c o s t s :  4 3 %  d re v e nue s .  ' 0 6  re po r te d

deprec iat ion rate:  e lec tr ic ,  3.4%, gas. 3.3% Has 750 employees.

Chaiman, Pres ident  & CEO: Gary  J .  W alter.  Inc . :  W iscons in.  Ad-

dress :  133 South Bla i r  SL ,  P.O.  Box 1231,  Madison.  W I  53701-

1231. Telephone: 608-252-7000. Internet: www.mge.com.

BUSINESS:  MGE Energy  inc .  i s  a  ho lding company  to r  Madison

Gas and Electric, which provides electric service to nearly 132.000

mstomers in a 250-squane-mi le area of Dane County and gas ser-

v ioe to 129,000 mstomers in 1,375 square miles in seven counties

in W iscons in.  Electr ic  revenue breakdown. '06: res ident ia l,  34%,

cornmerdal, 52%, industrial.  6%. public  authori t ies and other, 7%.

U p o n c o m p l e t i o n , t h e 1 8 - t u r b i n e , 3 0 -
m e g a w a t t  w i n d  f a r m  s h o u l d  g e n e r a t e
e n o u g h  e l e c t r i c i t y  t o  m e e t  t h e  a n n u a l
p o w e r  n e e d s  o f  s o m e  1 2 , 0 0 0  h o m e s .  T h e
p r o j e c t .  a l o n g  w i t h  o t h e r  r e n e w a b l e  e n e r g y
c o m m i t m e n t s .  i s  a l l o w i n g  M G E  t o  i n c r e a s e
i t s  w i n d  c a p a c i t y  b y  n e a r l y  e i g h t  t i m e s ,  t o
8 6  m e g a w a t t s .  I m p o r t a n t l y ,  t h e  n e w  w i n d
f a r m  w i l l  h e l p  p r o v i d e  e n e r g y  f o r  a n  e x -
p a n d e d  " g r e e n "  p r i c i n g  p r o g r a m  s l a t e d  f o r
l a u n c h  e a r l y  i n  2 0 0 8 .  A s  p a r t  o f  M G E ' s
G r e e n  P o w e r  T o m o r r o w  p r o g r a m ,  c u s t o m -
e r s  c a n  p a y  a  p r e m i u m  t o  a d d  m o r e  r e n e w -
a b l e  e n e r g y  t o  t h e i r  m i x .
M G E  E n e r g y  s h a r e s  m a y  a p p e a l  t o  i n -
c o m e  i n v e s t o r s .  T h e  d i v i d e n d  y i e l d ,  a t
4 . 0 % .  i s  n i c e l y a b o v e  t h e  V a l u e  L i n e  a v e r -
a g e .  W h a t l s  m o r e ,  a d d i t i o n a l  d i v i d e n d
h i k e s  a r e  l i k e l y ,  g i v e n  t h e  u t i l i t y ' s  g o o d
e a r n i n g s  p r o s p e c t s  a n d  i t s  e n v i a b  e  r e c o r d
o f  p a y o u t  i n c r e a s e s  ( 3 0 - p l u s  y e a r s  a n d
c o u n t i n g ) .  A t  t h e  c u r r e n t  q u o t a t i o n ,  t h e
s t o c k  i s  t r a d i n g  j u s t  w i t h i n  o u r  3 -  t o  5 - y e a r
T a r g e t  P r i c e  R a n g e .  H o w e v e r .  t h e  p r o s p e c t
o f  l o w e r  i n t e r e s t  r a t e s  s h o u l d  l e a d  t o  a n
a d j u s t m e n t  i n  r i s k  a d j u s t e d  y i e l d s ,  w h i c h
o u g h t  t o  s u p p o r t  t h e  s t o c k  p r i c e .
N i l s  C .  W m  L i e w D e c e m b e r  2 8 , 2 0 0 7

M G E  E n e r g y  s h o u l d  r e p o r t  i t s  2 0 0 7  r e -
s u l t s  s o m e t i m e  i n  l a t e  F e b r u a r y .  W e
l o o k  f o r  s h a r e  n e t  t o  i n c r e a s e  1 4 %  o v e r  t h e
$ 2 . 0 6  t h a t  t h e  W i s c o n s i n - b a s e d  e l e c t r i c
a n d  g a s  u t i l i t y  e a r n e d  i n  2 0 0 6 .  R e v e n u e s .
m e a n w h i l e ,  o u g h t  t o  c o m e  i n  a t  $ 5 4 0  m i l
l i o n ,  s o m e  6 %  h i g h e r  o n  t h e  y e a r .  S t r o n g
r e s i d e n t i a l  p o w e r  d e m a n d  w i l l  n o  d o u b t  b e
a  k e y  d r i v e r .  S o ,  t o o ,  s h o u l d  i n c r e a s e d
p o w e r  " s a l e s  f o r  r e s a l e " ,  c o i n c i d i n g  w i t h
M G F l s  i n v o l v e m e n t  i n  : h e  M I S O  a n d  P J M
r e g i o n a l  t r a n s m i s s i o n  o r g a n i z a t i o n s .
W e  l o o k  f o r  M G E  t o  b u i l d  o n  i t s  s u c -
c e s s  i n  2 0 0 8  a n d  o u t  t o  2 0 1 0 - 2 0 1 2 .  l m -
p o r t a n t l y ,  t h e  u t i l i t y  s h o u l d  c o n t i n u e  t o
b e n e f i t f r o m f a v o r a b l e d e m o g r a p h i c s
w i t h i n  i t s  D a n e  C o u n t y  s e r v i c e  a r e a .
S t r o n g  c o m m e r c i a l  a n d  r e s i d e n t i a l  d e v e l -
o p m e n t  i n  a n d  a r o u n d  t h e  c i t y  o f  M a d i s o n .
i n  p a r t i c u l a r ,  s h o u l d  b o o s t  p o w e r  d e m a n d .
M a d i s o n  i s  h o m e  t o  a  m a j o r  c a m p u s  i n  t h e
s t a t e  u n i v e r s i t y  s y s t e m ,  a n d  i t s  o u t l y i n g
R g p u l a t i o n  i s  g r o w i n g  f a s t .

G E  s h o u l d  s o o n  f i n i s h  c o n s t r u c t i o n
o n  a  n e w  w i n d  f a r m  i n  n o r t h - c e n t r a l
I o w a .  T h e  $ 5 9  m i l l i o n  p r o j e c t  r e a c h e d  a
m a j o r  m i l e s t o n e  i n  O c t o b e r  w h e n  t h e  f i r s t
g i a n t  t u r b i n e  t o w e r s  w e r e  e r e c t e d  o n  s i t e .

23 , 8
20 . 6

T a r g e t  P r i c e  R a n g e
2 0 1 0 2 0 1 2
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111
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" 0 - 1 2

(A)  Exc l.  nonrec ur r i ng los s :  '96 ,  42¢ .  Next able. (C) In millions, adjusted for stock split. (D) 13.0% Regulatory Climate: Above Average.
earnings  report  due la te  Feb.  (B) Div idends Rate allowed on common equity in '02: 12.9%,
historically  paid in mid-March, June, Septem- e a me d on average common equity, '02:
Ber, December. l Dvd. reinvestment plan avail-

V 2007, Value Line Publishing, Inc, All rights resewed.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN,
al it may be reproduced, resold, stored or transmitted in any printed, electronic or other form,

Factual material is obtained [ram sources believed to be reliable and is provided without warranties of any kind.
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NYSE-NI 18.56RECENT
PRICE

PIE
RATIO 16.4(H28§23§

15.1)
16.0

RELATIVE

PIE RATIO 0.97 DIV D
YLD 5.0% VALUE

LINE
30.9
16.4

31.5
12.8

32.6
18.3

25.0
14.5

22.0
16.4

22.8
19.7

25,5
20.4

24.8
19.5

25.4
17.5

High :
Low:

20.1
17.6

24.9
19.0TIMELINESS 3 LOW8gdG]8/0]

sArETte 3 Luwaed1l4l02

TECHNICAL 3 Raised t2l2Bl07

BETA .90 (1.00 Market)

Ann'l Total
Return
11 %

3 %

Price
2 5
1 7

High
Low

2010-12 PROJECTIONS

Gain
(4-35'/0
( - 1 0 %

In s id e r  D e c is io n s
F  M  A  M  J  J  A  s  o
0  0  0  1  0  O  1  0  0
0  0  0  0  0  0  O  0  0
0  0  0  0  0  0  0  0  0

to Buy
options
lo Sell

B:° 53

Institutional Decisions
102007 292007 302007

163 176 136
149 142 179

Hid's(IJ00)202459 215399 209234

111 I I m l l1"1

2011
LEGENDS

divided b

2-lor-1 split 2/9a
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1.25 x Dividends p sh
. interest Rate
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STOCK INDEX
-21 .7 3.0

-3.8 31 .3
18.9 1075

1 yr.
3 yr
5 yr

ll 1 11 I I12
8
4

Percent
shares
t raded

I I II I
I Imu IIIIII1I I I

I I I'll
I

ll,ll ll ll
. l l

=llll I I
2005 200s 2001 200a e VALUE UNE PUB., mc2003

23.78

3.47

1.59

1.10

2.19

16.81

262.63

12.2

.70

5.7%

5246.6

419.4

35.3%

.6%

57.1%

42.1%

10490

9304.9

6.0%

9.3%

9.4%

2004
2463

3,47

1.62

3 2

1.91

17.59

270.63

1 3 0

.69

4.4%

55562

4345

35,7%

5 %

49.B%

49.3%

97044

93841

6.4%

8 9 %

9 0 %

NiSource acquired Columbia Energy on No-
vember 1, 2000, paying approximately $6
billion in cash and slack. Columbia share-
holders who chose cash received $70 a
share, plus a security with a face value of
$2.60. Those who chose stock received s14
a share in NiSource common stock. Share-
holders selections were prorated lo relied a
30% stock portion of the transaction. In
2003, NiSource sold Columbia's exploration
and production business.

1997 199a 1999 2000 2001 z002
20.a1

3.54

1.54

.so

24.95

3.83

1.59

.98

25.33

3.80

1.21

1.04

29.34

2.74

1.39

.81

45.59

4.23

1 13

1.15

26.09

3.94

1.91

1.16

1.76

10.17

2.09

9.78

2.15

10.90

1.80

15.61

3.22

16.72

2.50

15.78

124.31 117.53 124.14 205.55 207.49 24a.8s

13.6

.78

4.4%

17.7

.92

3.5%

19.6

1.12

4.2%

14.9

.97

3.9%

23.4

1.20

4.4%

10.8

.59

5.5%

CAPITAL STRUCWRE as  d  sraom
Tool Debt $ss57.3 mill. Due In 5 Yrs $25sa.1 mill.
LT Debt ss923.4 mill. LT Interest $374.0 mill.

(LT inluesl earned: 2.5x)

Leases, Uncapltalized Annual rentals $47.2 mil.
Pension MsuW  floe $2.05 be.  Oblig. s2.29 bill.

Pfd Stock None

Common Stock274,171,749 she.
as d10ra1101

MARKET CAP: $5 .1  b llllon (Um Cap)

2586.5

199.5

2932.8

202.4

3144.6

168.7

6030.7

196.9

9458.7

243.5

6492.3

412.5

34.7%

1 %

33.3°/o
1.8%

34.9%

3.4%

33.3%

2.0%

44.7%

1.8%

35.5%

.6%

54.2%

41.1%

56.4%

sa.a%

51.8%

35.5%

sa 4%

35.2%

63.3%

35.8%

55.7%

43.4%

3077.2

3656.1

2959.7

3662.1

3813.3

5230.4

9695.6

9546.7

9683.8

9554.7

9622.8

10068

8.2%

14.2%

15.1%

B J %

15.7%

16.9%

6.0%

9.2%

11.9%

2.7%

5.5%

5.5%

4.7%

6.8%

6.8%

6.7%

9.7%

9.7%

2B.9II

3.08

1.08

.92

27.37

3.20

1.14

.Hz

a m
3.30
1.20
.92

29.75

3.40

1.25

.92

Revenues per sh

Cash Flow" pa' sh

Eamlngs per sh A

niv '4 Decl'd per sh s I

33.75

4.o0

1.50

1.00

2.11

1a.09

2.33

18.32

2.90

11.50

2.90

10.90

Cap'I Spending per sh

Book Value per sh c

3.00

20.25

272.62 273.65 274.75 275.50 Common She 0u1s t 'g o 2 n .oo

21.4

1.14

4.0%

19.2

1.04

4.2%

Bol l !0I
W M
eslin

'ms  In
IJIIO
IN. :

Avg Ann'l PE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

14.0
.95

a c

7899.1

298.7

1490.0

314.6

m o
JJ5

1200

:a s

Revenues ($mIII)

Net Prost (swim

9375

420

33.3%

1.1%

35.2%

3.5%

37.0%

4.0%

37.0%

3.0%

lncomn Tax Rate

AFUDC % to nm Prowl

37.0%

2.0%

51.2%

48.0%

50.7%

49.3%

54.0%

46.0%

53.0%

47.o%

Long-Term Debt Ratio

Common Equity Ratio

51.0%

49.0%

10285

9554.3

10160

9694.5

11060

9935

11110

10160

Total Capital ($mlII)

in PlaM (smnn
11525

10700

4.8%

6.0%

6.0%

4 8 %

6.3%

5.3%

4.5%

5.5%

a s %

w e

s.5%

5.5%

Recur on Total Cap'I

Recur on Shr. Equity

Recur on Com Equity E

5 5 %

7.5%

7.5%

6.3%

68%

6.7%

62%

2.6%

79%

1.7/5

71%

NMF

101%

3.971

60°/»
3.0/¢
69%

3.9%

57%

3 %

85%

1.2°/l
ac%

1.5%

76%

2.0%

73%

Retained to Com Eq

All DiV'dS Io Net Prof

zs
66%

m e
+ . 7

3 7 8 3
5 . 40

3 3 1 3
3 2 3 8
61 .s

* . 7

n o s
2 0 0 5
42 . 9
3621
4 . a7

3 5 6 0
3 1 6 6
62 . 8
+1 .0

ELECTRIC OPERATING STATIS
2 0 0 4
+ 2 . 4

3 6 7 2
I n 4 . 4 5

3 2 9 7
2 9 2 2
66 . 0
~1 .2

W M M M
u

*8 I~».w'i=",»T."*~"
u

p¢*1°,¢_5u,,lm¢*él,l)
Nl\\\IILodFl:lu\ l-
%Chan9eC4s1nmus .44)

coal. 2B%, industrial, 39%; other, 5'/ . Generating sources, '06; coal,

B1  A;  purchased r .  o the r ,  19%.  Fue l cos ts :  58% d revs .  '06  re -

ported depfec .  Mes: 3.6% elec tr ic ,  2 .8% gas. Has 7,400 employ-

e e s ,  Cha i r ma n:  I a n M.  Ro l la nd.  P r e s i de nt  &  CE O:  Ro be r t  C .

Skaggs, Jr.  Inc.:  Indiana. Address: am East 86th Ave., Merri ltv i lle.

Indiana 46410. Tet.: 877-847-5990. Internet: www.nisource.com.

BUSINESS: NISoulce Inc .  is  a  ho lding company for Nor hem Indi -

ana Public  Serv ice Company (NIPSCO), which supplies electric i ty

and gas to the nofthem third of Indiana. Customers: 454,000 elec-

tric  in IN. 3.3 mi lliard gas in IN, OH, PA, KY, VA, MD, MA, NH, ME.

Acquired INC Resources 3/97, Bay State Gas 2I99; Columbia En~

orgy 1tl00. Electric rev. breakdown, '06: residential, 287, commer-

l e t .  B a y  S t a t e  i s  s e e k i n g  a n  a d d i t i o n a l
$ 7 . 5  m i l l i o n .  I n  e a r l y  2 0 0 8 .  C o l u m b i a  G a s
p l a n s  t o  f i l e  r a t e  a p p l i c a t i o n s  i n  P e n n s  l -
V a n i a  a n d  O h i o .  B y  m i d  2 0 0 8 ,  N I P S 8 ' O
m u s t  f i l e  a n  e l e c t r i c  c a s e  i n  I n d i a n a .  T h e
u t i l i t y  i s  s e e k i n g  t o  a c q u i r e  1 . 0 6 0  m e  a -
w a t t s  o f  g a s  f i r e d  c a p a c i t y - i n c l u d i n g  8 . e
5 2 5 - m w  W h i t i n g  p l a n t .  w h i c h  i s  n o w  a
n o n r e g u l a t e d ( a n d  m o n e y - l o s i n g ) a s s e t
o w n e d  b y  N i S o u r c e .  T h i s  w i l l  b e  r e f l e c t e d
i n  t h e  u p c o m i n g  r a t e  c a s e .
N i S o u r c e  i s  e v a l u a t i n g  t h e  p o s s i b i l i t y
o f  p l a c i n g  s o m e  o f  i t s  m i d s t r e a m a s
a s s e t s  i n  a  m a s t e r  l i m i t e d  p a r t n e r s h i p
( M L P ) .  T h i s  w o u l d  l o w e r  t h e  c o s t  o f  c a p i t a l
f o r  t h i s  o p e r a t i o n .  N i S o u r c e  i s  a l r e a d y
b u i l d i n g  g a s  i n f r a s t r u c t u r e  t o  s e r v e  t h e
N o r t h e a s t ,  a n d  t h e  p o s s i b i l i t y  o f  a d d i t i o n a l
p r o j e c t s  e x i s t s .
W e d o n ' t r e c o m m e n d  t h i s  e q u i t y ,
d e s p i t e  i t s  a b o v e - a v e r a g e h e l d .  E v e n
t h e  a n n o u n c e m e n t  o f  a n / a L p  l i k e l y
w o u l d n ' t  b e  e n o u g h  t o  p u s h  t h e  s t o c k  u p -
w a r d .  T h e  m o d e s t  e a r n i n g s  a n d  d i v i d e n d
g r o w t h  w e  p r o j e c t  t h r o u g h  2 0 1 0 - 2 0 1 2  s u g -
g e s t s  t h a t  t o t a l - r e t u r n  p o t e n t i a l  o v e r  t h a t
t i m e f r a m e  i s n ' t  i m p r e s s i v e .
P a u ]  E .  D e b b a s ,  C F A D e c e m b e r  2 8 ,  2 0 0 7

W e  h a v e  l o w e r e d  o u r  2 0 0 7  a n d  2 0 0 8
e a r n i n g s  e s t i m a t e s  f o r  N i S o u r c e .  I n
t h e  t h i r d  q u a r t e r ,  t h e  c o m p a n y  w o k  a
c h a r g e  o f  $ l 6 . 2  m i l l i o n  ( $ 0 . 0 6  a  s h a r e )  f o r
a  r a t e  r e f u n d  a s s o c i a t e d  w i t h  a  r e g u l a t o r y
s e t t l e m e n t  r e l a t e d  t o  N o r t h e r n  I n d i a n a
P u b l i c  S e r v i c e ' s  p u r c h a s e d  p o w e r  c o s t s .
T h e  s e t t l e m e n t  w i l l  a l s o  a  f e e t  o n g o i n g
e a r n i n g s .  A c c o r d i n g l y ,  w e  h a v e  c u t  o u r
2 0 0 7  a n d  2 0 0 8  s h a r e - e a r n i n g s  e s t i m a t e s
b y  $ 0 . 1 5  a n d  $ 0 . 1 0 ,  r e s p e c t i v e l y .  N i S o u r c e
s t o c k  c o n t i n u e s  t o  l a n g u i s h _  h a v i n g  f a l l e n
m o r e  t h a n  2 0 %  s i n c e  t h e  s t a r t  o f  2 0 0 7 .
N i S o u r c e ' s o u t s o u r c i n g s a g r e e m e n t
w i t h  I B M  d i d n ' t  m e e t  e x p e c t a t i o n s .
M a n y  o f  t h e  f u n c t i o n s  t h a t  w e r e  o u t -
s o u r c e d  w i l l  b e  b r o u g h t  b a c k  i n  h o u s e  b e -
c a u s e  t h i n g s  d i d n ' t  g o  s m o o t h l y .  T h e  c o m
p a r t y  s t a t e d  t h a t  t h e  e x p e c t e d  c o s t  s a v i n g s
w i l l  n o t  b e  a c h i e v e d .  e v e n  t h o u g h  t h e  1 0 -
y e a r  c o n t r a c t  s t i l l  h a s  7 . 5  y e a r s  r e m a i n i n g .
T h e  c o m p a n y  h a s  r e c e i v e d  t w o  r a t e
o r d e r s ,  a n d  m o r e  r a t e  c a s e s  a r e  c o m -
i n g  u p  i n  2 0 0 8 .  C o l u m b i a  G a s  o f  K e n -
t u c k y  w a s  g r a n t e d  a  t a r i f f  h i k e  o f  $ 7 . 2 5
m i l l i o n .  b a s e d  o n  a  1 0 . 5 %  r e t u r n  o n  e q u i t y .
A  $ 5 . 9  m i l l i o n  i n c r e a s e  f o r  B a y  S t a t e  G a s
i n  M a s s a c h u s e t t s  t o o k  e f f e c t  o n  N o v e m b e r

2 2 3Flled(1lilglCol.('i\ 2 2 32 5 8

Past
10 Yrs.

6 . 5 %
. 5 %

-.5 A
1 .5%
7 . 5 %

ANNUAL RATES
of change (per sh)
Rev enues
'Cash Flow"
Eamings
Div idends
Book Value

Est'd '04-'os
10 'ill-'12

4 . 0 %
3 . 5 %
2 . 5 %
1 . 5 %
2 . 0 %

Past
Yrs.

-4 . 0 %
-2 .0 /»

. 5 %
-1. 5 %
4 . 0 %

Cll-
endar

QUARTERLY REVENUES (s mil.)

Mar.31  Jun .30  Sep.30 Dec.31
Full
Year

20o4

2005

2005

2001

2001

2473

2683

2972

2894

3050

980
1165

1156

1241

1300

1245

1356
1312

1577

1650

1968

2695

2050

20sa

2200

6656.2

7899.1

7490.0

7100

B200

Cal-
andar

EARNINGS PERSHARE*

Mar.31  Jun .30  Sep.30 Dec.31
Full
Year

2004

zoos

20os

2007

2ooa

.58

.2 1

.33

.30

.40

.oz

.1 1

.63

.76

.75

.13

.0 1

.08

.11

.05

.00

d.02

.10

.03

.05

1.62

1.08

1.14

1.20

1.25

Cal-
endar

QUARTERLY DMDENDS PAIDB l

Mar.31  Jun .30  Sep .30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.29

.23

.23

.pa

.23

.29

.23

.23

.23

.23

.29

.23

.23

.23

.23

.23

.23

.23

.23

.23

1.10

.92

.92

.92

33.8
24]

Target Price Range
2010 2012

, l l l l i  I

64

48
40
32

ZN
20
16

12

8
- 6

! ll if
'I0-12

(A) Di luted EPS. Excl. nor rec. gains (losses):
'00, 24¢, '01, (10¢); '02, 9¢, '03, 1¢ net,  '05,
(4¢), gains losses) on disc. ops.: '00, 7¢, '02,
(25¢), '03, ( 1.27). '04, 2¢; '05, 10¢, '06, (11¢);
e 2007, Value Line PubVishin8, Inc. All rights reserved.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERR
al i\ may he reproduced, resold, stored or transmitted in any

'07, 3¢. '04 & '05 EPS don't add due to round- avail. (C) Incl. i f tang. In '06: $19.77/sh. (D) In
in.  Next egg. due late Jan. (B) Div 'ds  his tori - mill., adj. for split. (E) Rate base: Fair vol. Rate
Cally  paid in mid-Feb., May, Aug., Nov. There all'd on com. eq. in '87: 13.5%, earned on avg.
were only  3 declarat ions in '00. I  Div 'd reins. com. eq., '06: 62%. Reg. Climate: Above Avg.

Factual material is obtained from sources believed to be reliable and is provided without warranties al any kind.
ORS OR OMISSIONS HEREIN. This publication is strictly lot subscribers own, non-commercial, internal use. No part
printed, electronic or other form, or used lot generating or marketing any primed or electronic publication, serine or product.

Company's Financial Strength
Stock's Price Stabi li ty
Price Growth Pers is tence

L Earnings Predictability

m



NYSE-NSTNSTAR 34.70RECENT
PRlCE

PIE

RATI0 15.9(3:2:::,%§42;3) 0 . 9 5
RELATIVE
PIE RATIO

DIV'D
YLD 4 . 1 %

VALUE
LINE

22.3
18.2

23.5
18.2

22.6
17.0

24.1
17.0

24.5
19,3

27.2
22.7

31.5
24.9

35.9
26.5

37.4
30.8

High :
Low:

15.1
10.9

19.2
12.34

1
TIMEIJNESS Luwered12/8/06

SAFEW Raised 6/11/99

TECHNICAL 3 Raised716/07

BETA .75 (1.00 = Market)

2010-12 PROJECT 0N T I
' Ota

Price Gain Ngeturn
High 4 5 ( + 3 0 %l 1 0 %
Low 3 5 ( n i l 5 %

I n s i d e r  D e c i s i o n s
D J F M A M J J A
0 0 0 0 0 0 0 0 0
0 0 0 0 0 5 0 0 0
0 0 2 0 0 7 0 0 1

Lu Buy
Dptiuns
[g Sell

§

8

r

2011
LEGENDS

1.02 x Dlvldends 9 sh
divided Hg \Mares Rate
Relavvgl race Strength

2-lor-1 split 05
Ogtiuns: Yes . .

haded area /scales recessIon
III'  I

wL' ul l l l
II

|  |  l l x .'I

l l x 1. I l l '  N . 31 i  I i ! 1"" 1 I II
I

I
;1 . I" II

0019 *I

\ I ,ll'*hu "a I H l o

' l l .

% TOT. RETURN 10/07
VL ARITH.

INDEX
12.9
50.1

145.8

T HIS

STCOCK

5 .0

60 .3

1 0 7 .7

1 yr.
3 yr.
5 yr.

g

I I

In s t i t u t io n a l  D e c is io n s
4Q1DI)6 102007 202007

19 Buy 123 124 111
1.0 Sell 85 90 108
H1d's(00lI 48400 51648 48595

12
8
4

Percent
shares
t raded =Il\l

;I'll
L l l

I'll II
I

IIHH II 1
1111

IIl  I I ..
II

\ g I I I I

Ill I l l H IIII II IH III Illlllmll Hlll llIIIIll I HI III IIII
2007 2008 © VALUE LINE PUB., INC i0-12

30.90

5.65

2.10

1.35

32.75

5.95

2.25

1.43

Revenues per sh

"Cash FloW" per sh

Earnings per sh A

Div'd DecI'd per sh s l

39.00

7.00

3.00

1.75

3.80

15.60

2.95

16.45

Cap'l Spending per sh

Book Value per sh c

2.75

19.75

106.81 106.81 Common Shs 0utst'g D 106.81

Bold fig
Value
elfin

:res are
Line
Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

13.5

.90

4.3%

3300

225

3500
245

Revenues ($mill)
Net Profit ($milI)

4175

315

38.0%

2.0%

38.0%

2.0%

Income Tax Rate

AFUDC % to Net Prof i t

38.0%

1.0%

58.5%

40.5%

58.0%

41.0%

Long-Term Debt Ratio

Common Equity Ratio

48.0%

51.0%

4100

4130

4280
4215

Total Capital ($mill)
Net Plant ($miII)

4150

4375

7.5%

13.5%

13.5%

7.5%

13.5%

14.0%

Return on Total Cap'l

Return on Shr. Equity

Recur on Com Equi ty  E

9.0%

14.5%

14.5%

2006
33.50

5.40

1.93

1.54

3.99

14.82

106,81

15.9

.86

5.0%

3577.7

208.7

37.8%

3.3%

59.2%

39.7%

3986.3

3945.3

7.3%

12.8%

13.1%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
15.69

2.87

.98

.B0

15.77

2.94

1,05

.83

16.42

2.98

1.14

.86

17.00

3.35

1.21

.89

16.96

3.11

1.04

.92

17.17

3 6 5

1.31

.94

18.31

3.66

1.36

.94

17.19

3.84

1.38

.95

15.94

3.04

1.39

.CB

25.45

3.78

1.60

1.01

a0.09

3.81

1.B4

1.04

25.64

3.95

1.59

1.07

27.48

3.98

1.74

1.09

27.73

4.09

1.76

1.13

2.55

8.96

2.58

9.39

2.81

9.71

2.42

10.06

2.0B

10.31

2.13

10.54

1 2 3

10.98

1,57

11.14

1.53

13.29

1.78

12.65

2,22

11.90

3.50

12.25

2.94

12.84

2.95

13.52

84.09 89.53 90.26 91,07 96.01 97.02 97,03 94.37 116.12 106,07 106,07 105,07 106.07 106,55

10.6

.68

7.7%

11.9

.72

65%

13.1

.77

5.8%

10.7

.70

5.9%

12.3

.82

7.2%

9.7

.61

7,4%

10.5

.61

6.5%

14.6

.76

4.7%

14.6

83

4.8%

12.9

m

4.9%

12.7

.65

5.0%

1 2 1

.69

4.9%

12.8

.73

4.9%

14.0

.74

4.6%

2005
30.36

5.00

1.83

.87

3.63

14.37

106.81

15.5

.83

3.1%

32434

1981

35.6%

1 9 %

604%

38.6%

3980.4

3701.8

7.1%

12.6%

12.8%

1776.2

144.6

1622.5

141.0

1851.4

146.5

2699.5

181.0

3191.8

179.1

2719.1

181.3

2914.1

1B80

29543

190.4

353%

.8%

34.3%

1.2%

29.1%

1.5%

41 .6%

2.5%

41.4%

2.8%

35.8%

1.6%

37.5%

2.4%

385%

.5%

46.1%

46.5%

45.5%

50.1%

50.0%

47.2%

594%

39.4%

59.2%

39.5%

60.9%

37.8%

585%

40.2%

585%

4 0 2 %

22915

2854.1

2099.5

2270.7

3269.3

2550.6

3409.8

2523.6

3197.4

2625.4

3433.7

2B47.6

3387.1

3216.1

35853

3425.0

8.3%

11,7%

123%

8.7%

12.3%

12.5%

6.1%

9.0%

9.1%

7.6%

13.1%

13.0%

8.1%

131%

13.7%

7.5%

13.5%

13.8%

7.8%

13.4%

13.7%

7.4%

12.8%

13.1 %

CAPITAL STRUCTURE as of 9130/07
Total Debt $2891.4 mill. Due in 5 Yrs $1838.9 mill.
L T Debt $22035 mi ll. LT Interest $135.6 mill.

Ind. $484.0 mill. securi lized bonds.
(LT interest earned: 3.1x)
Leases, Uncapitalized Annual rentals $18.1 mill.

Pension Assets-12/06 $1.03 bi ll. Oblig. $1.08 be.
Pfd Stock $43.0 mill. Pfd Div 'd $2.0 mi ll.
430,000 she. 4.25%-4.78%, cum, redeemable at

$102.80-$103.525.
Common Stock 106,808,378 she.

as of 10/30/07
MARKET CAP: $3.7 billion (Mid Cap)

zo o s
1 .9

1001
8 .40
NM F
4 9 5 8
NM F
+1 .5

ELECTRIC OPERATING STATISTICS
2 0 0 4 2 0 0 5
+1 .5 +2 .5
1027 1 0 2 2
7 .90 8 .20
NM F NM F
4 2 5 4 4 6 8 2
NM F NM F

+ 4 + 7

% Change Retail Sales (KWH)

Avg lndust Use ( MUM

Avg. ImiusL Revs. pa (¢)
Capacity at Peak )Mwl*
Peak Load, Summer w)

Annual Load Fader ( )

% Change Guslomers avg.)

2 8 7 2 8 5 2 6 2Fixed Charge Cnv. (VJ

Past
10 Yrs.

6 . 0 %
3 . 5 %
4 . 5 %
2 . 5 %
3 . 5 %

Pas t Est'd 'D4-'0B
5 Yl'S. to '10-'12

5 .0% 4 . 0 %
6 . 5 % 6 . 5 %
3 . 5 % 8 . 5 %
3.0% 7.0%
2.5% 5 . 5 %

ANNUAL RATES
of change (per sh)
Rev enues
"Ca s h F lo w"
E a mi ngs
Div idends
Book Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2004

2005

200s

2007

2008

78m5
8585

9563

8048

850

7131

B125

8020

7856

825

6493
6920

7845
7254

775

8099

8aao

10348

9844

1050

2954.3

3243.1

3577.7

3300

3500

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2004

2005

2006

2007

2008

.46

.43

.41

.45

.50

.35

.36

.38

.39

.45

.59

.72

.72

.79

.80

.35

.31

.43

.47

.50

1.76
1.83

1.93

2.10

2.25

Cal-
endar

QUARTERLY DNIDENDS PAID B l
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

Full
Year

2004
2005

2006

2007

2008

.278

.29

.303

.325

.278

.29

.303

.325

.278

.29

.303

.325

.278

.29

.303

.325

.35

1.11

1.16

1.21

3.7%

73%

3.9%

71%

2.4%

74%

4.8%

64%

5.0%

85%

5.2%

63%

51%

53%

4.8%

64%

4.6%

64%

4.9%

63%

5.0%

63%

5.0%

63%

Retained to Com E t

All Div'ds to Net Prof

6.0%

60%

down, '06: residential, 43%, commercial, 52%, industrial, 5%, other,

less  than 1%. So ld foss i l plants  in '98 ,  nuc lear plant  in '99 ,  Fue l

costs: 59% of revenues. '06 reported depress. rate: 3.0%. Has 3,100

employ ees .  Cha i rman,  Pres ident  &  CEO:  Thomas  J .  May .  Inc . :
Massachusetts. Address: 800 Boylston St., Boston, Massachusetts

02199-8003. Tel.: 617-424-2000, Internet: www.nstaronline.com.

BUSINESS: NSTAR is  a holding company for Boston Edison Com-

pany, which supplies electric i ty to an area of approx. 590 sq, mi. in

easter Massachusetts ,  encompassing Boston and 39 surrounding

towns and c i ties, and Commonwealth Energy (acq'd 8199), which

provides electric and gas service in easter Massachusetts. Serves

1.1 million electric, 300,000 gas customers. Electric revenue break-

I
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that revenues will decline in 2007, despite
the increase in base rates mentioned
above.) In all, we think NSTAR's target of
6%-8% annual earnings growth is attain-
able. Our 2008 forecast of $2.25 would pro-
duce an earnings increase within this goal.
Earlier this month, the board of direc-
tors raised the dividend. The board
boosted the quarter disbursement by
$0.025 a share (7.7% The increase was
within NSTAR's target of providing 6%-8%
annual dividend growth, We project that
the company will attain this goal over the
2010-2012 period. NSTAR has been rays
in the dividend annually, but since one
declaration was postponed from the fourth
quarter of 2005 until the first period of
2006, the statistical array above shows un-
usual fluctuations.
Conservative investors might consider
er this stock for its good yield, which is
above average even by utility standards.
The stock is ranked 1 (Highest) for Safety
It offers respectable, risk-adjusted total re-
turns over the 3- to 5-year period, thanks
to NSTAR's solid earnings- and dividend-
growth potential.
Pau] E, Debbas, CFA

We have raised our 2007 earnings esti-
mate for NSTAR by $0.05 a share, to
$2.10. Third-quarter profits were better
than we expected, due in part to interest
income associated with a tax matter. This
added $0.03 to share net. Our revised esti-
mate is still within the company's targeted
range of $2.02-$2.12 a share. But, NSTAR
stock is ranked 4 (Below Average) for year-
ahead relative performance.
We expect the company to continue to
produce strong earnings growth over
the 3- to 5-year period. NSTAR has an
electric regulatory agreement that runs
through 2012. It provides for annual base
rate increases and opportunities to earn
additional incentive revenues. The utility
may earn a return on equi ty of  up to
12.5% (on a regulatory basis, which differs
from a financial ROE) before a sharing
mechanism kicks in. NSTAR can also re-
open the regulatory agreement if its regu-
latory ROE falls below 8.5%, but we con-
sider such a decline very unlikely. The
uti l i ty faces no commodity r isk, as i t
passes on any increases in power and gas
costs to its customers. (It also passes on
any decreases, which is why we estimate

A
100

80
95

Company's Financial Strength
Stock's Price Stability
Price  Growth Persistence
Earnings Predictability

To subscribe call 1-100-233-0046.

historically paid in early Feb., May, Aug., and
Nov. There were only 3 dived declarations in
'05, 5 in `06. I Div'd reinvestment plan avail-
able. (C) Ind, intangibles. In '06: $2.5 be.,

22 .5
17 .5

Target Price Range
2010 2012

120
100
80
64

CB

32

24
20

16

12

ah
I I I

r

'01 v
1.68 net, '02, 17¢, '03, 4¢. '04,'05, & '06 EPS

don't add to full-year total due to rounding.

A) Diluted EPS. Excl.  nonrecurring losses: $23.52lsh. (D) \n mill. ,  adj .  for split .  (E) Rate
base: Net or iginal cost ,  Rate allowed on com.
eq, in '06: 12.5%; earned on avg. com. et. ,  '06:

Next earnings report  due late Jan. (B) Divlds 13.3%. Regulatory Climate:  Above Average.
2007, Value Line Publishing, Inc. All rights resewed. Factual material is obtained ham sources believed to be reliable and is provided without warranties al any kind.

THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. , No part
al it may be reproduced, resold, stored Ur transmitted in any printed, electronic or other imp. service or product.

This publication is strictly lot subscriber's own, non-commerciai, mtemal use.
or used for generating or marketing any primed of electronic publication,

. . a
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C A P I T A L  S T R U C T U R E  a s  o f  9 1 3 0 1 0 7
T o t a l  De b t  s 1 s s s . 9  mi l l .  Du e  I n  s  Yr s  $ 2 1 6 1 . 5

m i l l .
L T  De b t  s 1 2 a a . s  mi l l . L T  l n u me s t  $ 9 2 . 3 m i l l ,

(L T  in te res t  ea rn ed :  2 .6x )
Pe n s i o n  As s e t s - 1 2 1 0 6  $ 4 8 5 . 8  mi l l .  Db l i g .  $ 5 3 5 . 7

m i l l .
Pf d  St o c k  $ 1 1 . 5  mi l l . Pf d  Dl v 'd  S. 6  mi l l .
1 1 5 , 2 9 3  s h e .  4 . 5 8 %.  S1 0 0  p a r  wh o  M a n d a l a y
red emp t io n .  Sin ld n g  fu n d  b eg an 2 /1 1 8 4 .

C o m m o n  S t o c k  7 6 , 7 7 7 , 0 7 6  s h e .  a s  o f  1 1 / 1 / 0 1
M A R K E T  C A P :  $ 1 . s  b i l l i o n  ( M i a  C a p )
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ANNUAL RATES
d change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value
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m d a r

WAMRLV REVENUES (; mill.)
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EARNINGS PER SHARE A
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M a r . 3 1  J u n . 3 0  Se 9 . 3 0  D e c . 3 1

Full
Year

2o04
2005

200s

2001

200s

. 1 5

. 2 0

. 2 2

. 2 3

. 1 6

. 2 0

. 2 2

. 2 3

. 1 6

. 1 8 5

. z o

. 2 3

. 1 5 3

. 1 8 5

. 2 0

. 2 2

. 6 3

. T 7

. 8 4

. 9 1

6 .5 %

3 4 %

8 . 4 %

3 1 %

5 . 2 %

42'/»
6 .5 %

3 5 %

1 2 . 3 %

2 0 %

3 .1 %

5 3 %

3.0%

5 3 %

4 .5 %

4 4 %

4 .3 %

CB%

3 .7 %

4 9 %

1 . 5 %

7 4 %

1 0 %

5 1 %

R u t a l n d  t o  C o m  E t

A l l  D i v ' d s  t o  Nd  Pr o

1 0 %

5 8 %

e r e .  F u e l s :  c o a l ,  7 0 % :  n u c l e a r ,  2 4 % ;  g a s o i l .  6 % .  F u e l  c o s t s :  5 9 %

a l  r e v s . ,  l a b o r  c o s t s :  1 6 % .  ' a s  r e p o r t e d  d e p r e s s .  r a t e s :  2 . 4 %  D e c . .

2 . 9 %  g a s .  E s t ' d  p l a n t  a g e :  1 1  y e a r s .  H a s  5 , 6 7 5  e m d o y e e s .  C h a i r -

m a n .  C h i p  E x e c u t i v e  O f f i o e r  L  P r e s i d e n t :  J e f f r y  E .  S t e r n a .  I n c . :
N e w  M e x i c o .  A d d r e s s :  A l v a r a d o  S q u a r e ,  A l b u q u e r q u e ,  N e w  M e x i c o

a 1 1 s a .  T e l . :  5 0 5 - 2 4 1 - 2 7 0 0 .  In t e r n e t :  w w w . p n m r e s o u r c e s . c o m .

B U S I N E S S :  P N M  R e s o u r c e s ,  p a r e n t  o f  P u b l i c  S e r v i c e  C o m p a n y  a t

N e w  M e x i c o ,  s e l l s  e l e c t r i c i t y  ( 8 6 %  d  r e v e n u e s ) ,  g a s  ( 1 4 % ) ,  o t h e r

l e s s  t h a n  ( 1 % )  i n  n o r t h - o e n t r a l  N e w  M e x i c o  ( p o p u p :  1 , 3 0 0 , 0 0 0 ) .  Ac -

q u i r e d  T N P  E n t e r p r i s e s  a m s .  L a r g e s t  c u s t o m e r :  c i t y  d  A l b u q u e r -

q u e .  E l e m .  r e v .  b r e a k d o w n :  r e s i t . ,  3 5 % ,  c o l n m e r .  3 5 % ,  i n d u s ,

1 6 % ,  o t h e r ,  1 4 % .  A r e a ' s  m i l i t a r y  e s t a b l i s h m e n t s  a r e  m a j o r  c u s t o m -

c o n s u m p t i o n - b a s e d  r a t e s  d e s i g n e d  t o  e n -
c o u r a g e  e n e r g y  e f f i c i e n c y .  F i n a l l y ,  i t  s e e k s
r e c o v e r y  o f  e n v i r o n m e n t a l  o u t l a y s  a s  t h e y
a r e  i n c u r r e d .  T h i s  w o u l d  r e i m b u r s e  P N M
i n  a  t i m e l y  m a n n e r  f o r  i t s  $ 9 4  m i l l i o n
s h a r e  o f  c o s t s  t o  i m p r o v e  p o l l u t i o n  c o n t r o l s
a t  t h e  S a n  J u a n  c o a l - f i r e d  s t a t i o n .  A  d e c k
Z i o n  o n  t h e  r e q u e s t  i s  d u e  i n  e a r l y  M a y .
E a r n i n g s  s h o u l d  h a v e  n o  d i f f i c u l t y  e x -
c e e d i n g  2 0 0 7 ' s  p o o r  r e s u l t s .  L a s t  y e a r ' s
p r o f i t s  w e r e  h u r t  b y  c o s t  o v e r r u n s  i n  c o n -
v e r t i n g  A f t o n  t o  a  c o m b i n e d - c y c l e  u n i t  a n d
b y  w e a k e r - t h a n - e x p e c t e d  p l a n t  o p e r a t i o n s .
T h e  c u r r e n t  y e a r  w i l l  b e n e f i t  f r o m  p a y r o l l
s a v i n g s  r e s u l t i n g  f r o m  a n  o u t s o u r c i n g s  c o n -
t r a c t  w i t h  A l l i a n c e  D a t a  a n d  f r o m  h i g h e r
r a t e s .  A l l  t o l d ,  w e  p r o j e c t  2 0 0 8  e a r n i n g s
w i l l  r i s e  2 2 %  o v e r  l a s t  y e a r ' s  e s t i m a t e d
$ 1 . 3 5  a  s h a r e .  S m a l l e r  g a i n s  a r e  l i k e l y
t h r o u g h  2 0 1 0 - 2 0 1 2 .  T h e  s t o c k  i s  u n t i m e l y
T h e  y i e l d  i s  a  f u l l  p e r c e n t s  e  p o i n t
a b o v e  t h e  i n d u s t r y  n o r m .  i n d  o u r
p r o j e c t i o n  o f  h i g h e r  e a r n i n g s  t o  2 0 1 0 - 2 0 1 2
s u g g e s t s  d i v i d e n d  g r o w t h  o v e r  t h e  s a m e
t i m e  f r a m e  w e l l  a b o v e  t h a t  o f  t h e  g r o u p .
T h e  s t o c k  m i g h t  i n t e r e s t  i n c o m e - o r i e n t e d
i n v e s t o r s .
A r t h u r  H  M e d a l i s t I - b b r u a r y  &  2 0 0 8

P N M  R e s o u r c e s  i s  i n c r e a s i n g  e m p h a -
s i s  o n  i t s  e l e c t r i c  b u s i n e s s .  I t  h a s  a n
a g r e e m e n t  t o  s e l l  i t s  n a t u r a l  g a s  o p e r a -
t i o n s  t o  C o n t i n e n t a l  E n e r g y  S y s t e m s  a n d ,
c o n d i t i o n e d  o n  t h e  s a l e ,  t o  b u y  C o n t i n e n -
t a 1 ' s  r e l g p l a t e d  T e x a s  e l e c t r i c  d e l i v e r y  h o l d -
i n g s . e  g a s  o p e r a t i o n s  w i l l  b e  s o l d  f o r
$ 6 2 0  m i l l i o n ,  t h e  e l e c t r i c  b o u g h t  f o r  $ 2 0 2 . 5
m i l l i o n .  B o t h  t r a n s a c t i o n s  w i l l  b e  f o r  1 0 0 %
c a s h .  T h e  e l e c t r i c  e n t e r p r i s e s ,  w h i c h  o w n
n o  g e n e r a t i o n ,  a r e  s u p p l i e d  w i t h  e n e r g y
u n d e r  l o n g - t e r m  p u r c h a s e - p o w e r  c o n t r a c t s .
R e g u l a t i o n  p e r m i t s  p a s s - t h r o u g h  o f  a l l
p o w e r  c o s t s  o n  a  m o n t h l y  b a s i s .  T h e  p u r -
c h a s e  i s  e x p e c t e d  t o  b e  s l i g h t l y  a c c r e t i v e  t o
e a r n i n g s  i n  t h e  f i r s t  y e a r  a n d  m o r e  s o
t h e r e a f t e r .  S i m u l t a n e o u s  c l o s i n g s  o f  b o t h
d e a l s  a r e  e x p e c t e d  b y  y e a r e n d .
T h e  c o m p a n y  h a s  f i l e d  i t s  f i r s t  e l e c -
t r i c g e n e r a l  r a t e  c a s e  i n  2 0  y e a r s .  I t
a s k f o r  a n  a n n u a l  i n c r e a s e  o f  $ 8 2 . 4  m i l -
l i o n ,  b a s e d  o n  a n  a l l o w e d  r e t u r n  o n  e q u i t y
o f  l 0 . 7 5 % ,  d o w n  f r o m  t h e  p r e s e n t  l 2 . 5 2 % .
C h i e f  d r i v e r s  o f  t h e  h i k e  a r e  r i s i n g  f u e l
p r i c e s ,  h i g h e r  O & M  e x p e n s e s ,  a n d  t h e  c o s t
o f  t h e  A f t o n  g a s  f i r e d  p l a n t ' s  u p g r a d e s .
T h e  p r o p o s a l  i n c l u d e s  a  f u e l  a n d  p u r -
c h a s e d  p o w e r  c o s t  a d j u s t m e n t  c l a u s e  a n d

16 . 5
11. 6

Target Price Range
2 0 1 0 2 0 1 2
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48
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24
20
16
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8
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mile, 500 around
greater Phoenix metropolitan area.
accounts for about
load requirements.
should

Management
122-mlle line

earnings will
New plants

the Southwest

those

yous sources for delivery startin5_ln June.
2007. Too. PNW will buy the 4 mw out-
put of a wind farm for 20 years and has
approval for a 96-mw peaklnp facllltg ad-
jacent to its exlstingJ:lant in ume. lace
outlays for these a ditlons and for the
transmission system won't be fully covered
by cash How. some debt and equity offer-
ings will be '==°===={,v to close the gap.
Earnings are her ed lower in 2008. A
repetition of last ,y==f'= favorable weather
conditions that ll Ted 2007's third-quarter
eamlngs to a recon! high can't be counted
on this year. Other negatives include the
absence of 2007's one-time tax benellts
and weakness In SunCor's land sales be-
cause of a depressed housing market. On
balance. we cstlmate 2008
decline 13%. to $2.55 a share.
on line point to gains over the coming 3 to
5 years.
Despite mid-2007's disappointing rate
order, dividend growth prospects sti l l
exceed o the grow&. W hat 's
more. llnances are strong. PN remains
an above-average electric utility choice, in
our opinion.
Arthur H Medalle February 8, 20*018

Pinnacle West plans new transmission
l ines to enhance Imp" capabi l i ty
Construction Is well un Er way on a 100-

-kllovolt project the
which

80% of the company's
The $160 million line

begin serving customers this sum-
mer. Under discussion is development of a
300-mile to 400-mlle l ine from south-
western New Mexico into southeaster
Arizona. The line's 1,200 megawatts of ca-
paclty would bolster the regional grid and
provide a major east-west interconnection
where none currently exists.
has also proposed building a
from the Palo Verde nuclear stallion to
Yuma, Arizona to ensure adequate g,°*'°t
in that area. For the longer tern, P. W is
considerly a venture with partners for a
SOO-mile. is billion line from Wyoming to

to gain access to in-
expensive coal and wind resources.
The company's ongoing requests for

ewer have met with good response.
offers received over the last two years
have resulted in purchased-power agree-
ments for 1,200 megawatts (mw) from var-
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PPL CORPORATION NYSE-PPL 49.23RECENT
PRICE
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20.2%

19.6%

8.4%

161%

16.3%
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16.36

3.84

1.92

.96

2.13

11.52

380.15

15.1

.80

3.3%

6219.0

739.0

14.0%

1 1 %

57.5%

42.0%

10513

10916

9.4%

16.5%

15.7%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

8 4 4

1.86

1.00

.78

9.03

1 9 0

1.01

.80

8,96

1.98

1.04

.83

8.76

1.B4

.BE

.BE

8.63

2,05

.97

.84

8,94

2.14

1.03

.84

9.17

2,11

.99

.84

12.03

2.43

1,12

.67

15.97

2.56

1.01

.50

19,59

3.32

1.64

.53

1.23

7.58

1.39

7.79

1.60

7.97

1.62

7.89

1.25

8.15

1.11
844

BE

8,45

.97

5.69

1.11
561

1 5 9

6 9 4

303.31 303.77 304.26 310.96 318.81 325.33 332.50 314.82 2B7.39 290.08

11.4

.73

6.8%

12.9

,7B

51%

14.1

.83

5.7%

13.0

.85

7.7%

10.8

.72

8.0%

11.4

.71

7 1 %

10.8

.52

7.8%

109

.57

5.5%

13.4

1 6

3.7%

8,9

.58

3.6%

2001
19.53

3.51

1.79

.53

2.99

6.33

293.16

12.4

84

2.4%

57250

576.0

29.7%

4.3%

64.8%

23.7%

7845.0

5135.0

9.6%

20.8%

282%

17.92

4.26

2.29

1.10

18.30

5.00

2.75

1.22

19.75

4.80

2.45

1.34

Revenues per sh

"Cash Flow" per sh

Earnings perch A

Div 'd Decl'd perch B I

25.50

7.15

4.50

2.20

3.62

13.30

4.70

13.90

4.35

15.10

Cap'l Spending per s h

Book Value per sh c

4.25

19.75

385.04 372.00 372.00 Common Shs 0uts t 'g D 360.00

14.1

.76

3.4%

Bold fig

Value

destin

res are
Line
Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

14.0

.95

3.5%

6899.0

899.0

6800

1o70

7350

955

Revenues ($mill)

Net Profit (Swim

9200

1700

23.2%

2.6%

17.0%

6.0%

35.0%

6.0%

Income Tax Rate

AFUDC % lo Net Profit

35.0%

2.0%

55.4%

42.2%

56.5%

41.0%

53.0%

44.5%

Long-Tem Debt Ratio

Common Equity Ratio

48.5%

49.5%

12151

12069

12625

13050

12700

13850

Total Capital ($mill)

Net Plant ($milI)

14400

15300

9.4%

16.5%

173%

10.0%

19.5%

20.5%

9.5%

16.0%

16.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity E

13.5%

23.0%

23.5%

3049.0

348.0

3786.0

393.0

4590.0

332.0

5683.0

500.0

41.5%

2 0 %

40.7%

2.3%

33.5%

2.1%

36.3%

4,0%

461%

4B.0%

59.1%

34.2%

65,7%

282%

65,4%

29.5%

5854.0

8820.0

5229.0

4480.0

5716.0

5644.0

6826.0

5948.0

7.6%

11.0%

11.5%

9.5%

18.4%

20.6%

7.9%

16.9%

19.0%

9.7%

21.2%

23.6%

CAPITAL STRUCTURE as of 9/30/07
Total Debt $78aa.0 mill. Due in 5 Yrs $252B_0 mill.
LT Debt $717100 mill. LT lntemst $457,D mill.
Ind. 23 mill. units 7.75%. $25 liq. value, B2,000
units B.23%, $1000 face value.
(LT interest earned: 3.3x)
Leases,  Uncapimlized Annual renta ls  99,0 mi ll.
Pension Assets-12/06 $5.18 bi ll. Oblig. $5.54 bi ll.
Pfd Stock $301.0 mm. Pfd Div 'd $18.0 mi ll.
505,189 she, 3.35%-5.75%, $100 par, cumulative,
callable $102.00-$110.00, 10 mill. she, 6.25%,
$100 liq. preference, redeemable aler 4/6/11 .
Common Stock 372,196,010 she. as of 10131/07
MARKET CAP: $18 bi llion (Large Cap)

2 0 0 6
.1 .8
N A
N A
N A

7554
N A
+, 9

ELECTRIC OPERATING STATISTICS
2004 2 0 0 5
+2,4 +4. 6

N A N A
N A N A
N A N A

7 1 9 9 7 0 3 5
N A N A

+1 .6 +1 .1

% Change Retail Sales (KWH)
Avg. InduM. Use(MWHwH
Avg. Indus Revs. per (¢)
Capacity as Peak (Mw)
Peak Load Water (Mw F
Annual Load Factor (%
% Change Customers yr-ald)

3 0 02 5 92 5 4Fixed Charge Cav (%)

Esl'd '04- '06
to '10-'12

7.5%
12.0%
14.0%
15.0%

8 . 5 %

Pa s !
10Yrs.

6 . 5 %
7 . 0 %
8.0 /=
1 .5%
4 . 0 %

Pas t
Yrs.

-2 .0%
4 . 5 %
6 . 5 %

13.0%
1 4 . 0 %

ANNUAL RATES
of change (per sh)
Rev enues
"Ca s h F lo w"
E a mi ngs
Div idends
Book Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2004

2005

2006

2007

2008

1465

1498

1724

1786

1850

1465

1643

1752

1763

1900

1362

1478

1642

1613

1750

1520

1600
1781

1638

1850

5812.0

6219.0

5899.0

6800

7350

Cal-
e nda r

EARNINGS PER SHARE A

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2004

2005

2005

2007

2008

.47

.50

.46

.55

.60

.36

.46

.52

.83

.60

.52

.45

.73

.63

.60

.52

.51

.58

.93

.65

1.87

1.92

2.29

2.75

2.45

Cal-
endar

QUARTERLY DIVIDENDS PAID Bl

Mar.31 Jun.30 SeD.30 Dec.31

F ul l
Year

2003

2004

2005

2006

2007

.193

.205

.23

.275

.305

.193

.205

.23

.275

.305

.193

.205

.25

.275

.305

.18

.193

.205

.25

.275

.76

.81

,92

1.08

1,B%

86%

6.4%

71%

9.4%

54%

16.1%

35%

202%

35%

12.4%

49%

11.7%

43%

9.3%

43%

8.8%

47%

9.3%

47%

11.5%

45%

8.0%

54%

Retained Io Com Et

All Div'ds to Net Prof

12.5%

48%

(2.5 mil l ion customers)  and Lat in Amer ica (1.1 mil l ion customers) .
E lect r ic  revenue breakdown 8¢ generat ing sources not  provided.
Fuel costs:  32%  of  revenues.  '06 depress.  rate:  3.8%  Has 12,600
employees .  C hair man,  P r es ident  &  C E O:  James H .  M i l le r .  I nc . :
Pennsylvania.  Address:  Two North Ninth St . ,  Allentown,  PA 18101-
1179. Tel. :  800-345-30B5. Internet;  www.pplweb.oom.

BUSINESS: PPL Corporat ion ( former ly PP&L Resources,  Inc. )  is a
holding company for  PPL Ut il it ies ( former ly Pennsylvania Power  &
Light  Company) ,  which dist r ibutes elect r ic i t y t o about  1,4 mil l ion
customers in a 10,000-square-mile area in eastern & cent ral Penn-
sylvania.  D ist r ibutes gas to 110,000 customers.  Also has subs.  in
power generat ion & market ing,  foreign electr icity distr ibut ion in U.K

2008 estimate is at the top of PPL's tar~
gated range of $2.35-$2.45 a share. But
Earnings should rise sharply in 2010.
The price that PPL Energy Supply may
charge to its utility sibling in Pennsylva-
nia is now limited by a price structure
that, although increasing each year, is
well below market rates. Since customers
in PPL's service area will be paying higher
market-based rates beginning in 2010, this
will benefit suppliers such as PPL Energy
Supply. Based on higher observed prices
for energy and capacity in 2010, PPL has
raised its profit guidance for that year
from $3.50 a share to $4.00-$4.60. In order
to lessen the rate shock that customers
would otherwise experience then, the com-
pany has proposed a 54-month rate phase-
in plan.
This stock's valuation is higher than
i t has been historically, in anticipa-
tion of much greater profits begin-
ning in 2010. Dividends should be much
higher over that time, too. The current
yield is below average for a utility, but 3-
to 5-year total-return potential is above
the utility norm.
Paul E, Debbas, CFA November 30, 2007

PPL has reached a settlement of its
general rate case. This calls for a distri-
but ion rate increase of $55.0 mi l l ion
(l.'7%). The agreement, which has the
recommendation of an administrative law
judge, is subject to the approval of the
Pennsylvania commission. If approved, it
will take effect at the start of 2008.
The company has completed the sale
of the last of its three utilities in Latin
America. In all, these properties fetched
$851 million, before taxes and transaction
costs. PPL is using the proceeds to fund a
$750 million stock buyback. The company
has already recorded a modest gain on the
first two sales, but the third gain, at an
estimated $205 million-$225 million after
taxes, will be the largest, by far. In all, the
gains are expected to total $251 million-
$271 million. We are excluding this income
from our presentation because it is from
discontinued operations.
Earnings wi l l  probably decl ine in
2008. PPL will lose $0.11 a share of earn-
ings from its synthetic fuel investments,
since the synfuel credits will cease at the
end of 2007. Also, earnings in 2007 bene-
fited from some unusual tax credits. Our

14. 5
10.4

T a r g e t  P r ic e  R a n g e
2 0 1 0 2 0 1 2

120
100
80
64

48

32

24
20

16

12

H)-12

(5¢) '04, (1¢). '05, (12¢), '07, 19¢, Next eam- $6.25/sh_ (D) In mm., adj. for split, (E) Rate Company's Financial Strength
Stock's  Pr ice Stability
Price Growth Pers is tence
E a mi ngs Predictability

B ++(A) Diluted EPS. Excl, nor rec. gains (losses): ,
'97, (9¢), '98, ($2.B5), '99, 41¢, '00, 8¢, '01, inks report due early Feb. (B) Div'ds historical- base: Fair value. Rate allowed on com. eq, in
($1.18) net; '02, (a9¢)_ '03, 24¢, '04, 3¢, '05, Ly paid in aNy Jan., Apr., July, and Oct l Div 'd '05: 10.7%, ham. on avg. com, eq., '06: 17.8%.
(2¢), '07, (12¢), gain (losses) on disc. ops.: '03, reinvest. plan avail. (C) Incl. if tang. In '06: Regular. Climate: Avg. (F) Summer peak in '06.

2007, Value Line Publishing , Inc All Ii his resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER lS NOT RE3p0nslBLEgl:0R ANY ERRORS OR OMISSIONS HEREIN. .
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form,

This publication is strictly kt! subscriber's own, non-commercial, lrrlemal use. No part i
or used for generating or marketing any primed or electronic publication, service or product.
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PROGRESS ENERGY NYSE-PGN 47,37RECENT
PRICE

PIE

RATIO 16_2lX2t§£23§12:3)$89%%0.96
VAL
L l

DN D
YLD 5.2%

47.9
29.3

494
28.3

49.3
38.8

52.7
32.8

48.0
37.4

47.9
40.1

46.0
40.2

49.6
40.3

52.8
43.1

High:
Low:

38.8
33.8

42.7
32.8

TIMELINESS 3 LIJweled 7l27l07

SAFETY 2 Lowefed6I"ll02
TECHNICAL 3 Raised 11l2l07

BETA .BE (100=Market)

H`gh
Law

Pace
6 0
4 5

2010-12 PROJECTIONS
Ann'l Total

Return
1 0 %

4 %

Gain
(4 .2 5 %l

( - 5 %

In s id e r  D e c is io n s

to Be
Options
toSo!

D J F M A M J J A
0 0 0 0 0 0 0 0 0
1 1 2 4 1 5 0 0 0
2 1 2 1 0 2 5 0 0 0

... -u

:952,,~

I ll |. I

2011
LEGENDS

107 x Dlvldends 9 sh
divide.d Hg Qnteres Rate
Relalwe rice Strength

Oghonsz Yes . . .
haded area Indicates recession

. lI I I I I t i' .
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n ' ll11!I l*§' . , , , - ' la i ' ' l  l l1.1 *11 I | I | | l l I it'
11

I
I
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:-al,

I •
I ll

a

C

8
1 Le •

•

111 •
en

% TOT. RETURN 10/07
THIS

STOCK
9.8

35.4
49.7

VL ARITH.
INDEX
12.9
50.1

145.8

1 yr.
3 yr.
5 yr.

v s 111
In s t i t u t io n a l  D e c is io n s

402005 102007 202001
to Buy 217 212 222
to Set! 184 173 178
Hld's(000) 158683 151020 160423

12
a
4

Percent
shares
t raded

Progress Energy was formed on November
30, 2000 through the merger of CP&L Ener-
gy and Florida Progress. Florida Progress
common shareholders exchanged each
share held for $54 in cash andlor CP8tL
common stock. They also received one
Contingent Value Obligation for each share
of Florida Progress stock, entitling them to
payments in the event that four synthetic
fuel plants achieve certain economic levels
from 2001 to 2007. Data prior to merger are
for CP&L only and are not comparable with
Progress Energy data.
CAPlTAL STRUCTURE as of 9/30/07
Total Debt $t0,201 mill. Due in 5 Yrs $3697 mill.
LT Deb! $8435 mill. LT Interest $581 mill.

(LT interest earned: 2.2x)
Pens ion Assets-12/06 $1.84 bill. Oblig. $2.12 bill.
Pfd Stock $92.8 mill. Pfd Div 'd $4.5 mi ll.
921 814 she. $4.00 lo $5.44 cum. no par. callable
from $101 to $110 per sh. Sinking funds began in
19B4 and 1986, respectively.
Common Stock 259,000,000 she.
MARKET CAP: $12.3 bi llion (Large Cap)

200G
~2.3

2328
6 .38

21322
21717

NA
+2 .0

5 .74
2 4 5 0 0
2 1 9 8 3

55 .0
+3. 1

4 .84
2 3 8 7 8
1 9 7 1 1

61 .3
+ 2 2

Avg. Induct. Revs. per

Mud Load Facture

ELECTRIC OPERATING STATISTICS
2 0 0 4 2 0 0 5

% Change Retail Sales (KWH) + . 5 1 .4
Avg. IndusL Use WW 2394 2 3 9 9

H ll)
Capably at Peak (W
Peak Load, Summerl wt

% Change Customers trend]

2 2 7 19B 2 0 4Fixed Charge Cw (%)

Pas t
10Yrs.

7 . 5 %
2 . 5 %
1 0 %
3 . 0 %
6 . 5 %

ANNUAL  RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
Ea rni ngs
Div idends
Bo o k Va lue

Pas t Est ld '04-'06
5 Yrs. to '10-'12

8 . 0 % 1.0%
. 5 % 4.0%

-.5% 3 . 5 %
2 . 5 % 1 . 0 %
5 . 0 v 1.5%

Ca l-
e nda r

QUARTERLY REVENUES (8 mill.)
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

Full
Year

2004

2005

200s

2001

200B

2761

3067

2731

3100

2960

2358

2578

2273

2360

2440

2245

2168

2250

2334

2410

2408

2295

2316

2406

2480

9772

\010B

9570

10200

10290

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
F ul l
Year

2004

2005

2006

2007

200B

.63

.03

.08

.51

.52

1.24

1.85

1.12

1.21

1.25

.45

.43

.34

.61

.63

.78

.64

.51

. 5 7

.60

3.10

2.94
2.05

2.90

3.00

Cal-
endar

QUARTERLY DIWDENDS PAID 'Br
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

F ul l
Year

2003

2004

2005

2006

2007

.56

.575

.59

.505

.61

.56

.575

.59

.605

.61

.56

.575

.59

.605

.61

.56

.575

.59

.605

.61

2.24

2.30

2.36

2.42

1 I l
.HH
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1997 1998 1999 2000 2001 2002 2003 2o04 2006
19.98

6.2B

2.56

1.90

20.68

6.44

2.15

1.96

21.04

6.06

2.55

2.02

19.99

5.37

2.34

2.08

38.69

a.14

3.43

2.14

34.1a

7.02

3.84

2.18

35.54

1.54

3.41

2.26

39.56

7.40

3.10

2.32

a1.aa

5.93

2.05

2.42

2.51

18.63

2.80

18.49

4.32

21.38

4.s1

26.32

5.56

27.45

5.05

28.73

4.14

30.26

4.04

30.90

5.56

32.37

15184 151.34 159.60 206.09 218.73 232.43 246.00 247.00 256.00

13.6

.78

5.3%

15.9

.83

4.5%

15.2

.87

5.2%

15.3

.99

5.8%

12.4

.64

5.0%

11.9

.as

4.8%

12.4

.11

5.3%

14.1

.74

5.3%

21.62

1.11

5.5%

a024.1

388.3

3130.1

399.2

3357.6

382.3

4118.9

369.9

8461.5

695.1

1945.0

815.2

8743.0

818.1

9112.0

763.5

9570

514.0

37.6%

1.3%

39.2%

1.7%

40.3%

3.0%

35.4%

5.6% 2.6% 1.0'/ l 3.4%

13.1%

.8%

28.4%

1.4%

45.5%

53.2°/»

46.5%

52.4%

46.6%

52.5%

51.6%

47.6%

60.9%

38.5%

59.0%

40.4%

56.1%

43.4'/»
55.2%

44.3%

51.3%

48.1%

5293.8

6293.5

5623.1

6299.5

6500.6

6764.8

11401

10437

15580

10915

16517

10556

17162

14434

17247

14363

11214

15245

8.9%

13.5%

13.6%

8.6%

13.3%

13.4%

7.3%

11.0%

11.1%

4.3%

6.7%

6.7%

5.4%

11.4%

11.5%

6.8%

12.0%

12.1%

6.5%

10.9%

10.9%

5.2%

9.9%

9.9%

4.8%

6.1%

6.1%

I I I I
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2008 o VALUE LINE PUB. mc2005
40.11

6.53

2.94

2.38

4.29

31.90

252.00

14.a

.79

5.5%

1010a

121.0

13.1%

1.8%

56.2%

43.3%

18577

14442

5.6%

8.9%

9.0%

2007
39.25

7.00

2.90

z s

9.35

32.75

2so.oo

Bold Hg
Vlluc
elf in

10200

760

2 l.0%

1.0%

51.5%

40.0%

m a s
16505
6.0%

9.0%

9.0%

39.00

7.35

3.00

2.47

Revenues per sh

"Cash Flow" per sh

Eamings per sh A

Dlv 'd Del:l'll per sh 'T'

40.90

a.4o

3.30

2 .5 :

9.55

33.15

Cap'l Spelling per sh

Book Value per sh c

7.30

35.05

254.00 Common She Outsfg E 274.00

Ill! Ill
Lint
llel

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yleld

15.0

1.05

4.9%

10290
m

Revenues ($mlII)
Net Pram (mill)

11200

900

28.0%

1.0%

Income Tax Rate

AF UDC ' A  w in  m m

21.0%

1.0%

51.0%

48.5%

Long-Tenn Debt Ratio

Common Equity Ratio

49.5%

50.0%

11075

17975

Total Capital ($mllI)

rec PlaM ($mlll)

18955

N3 9 5

6.u%

9.0%

9.0%

Recur on Total Clp'I

Return on Shi. Equity

Return on Com Equity °

5.5%

9.5%

9.5%
-

12%

. |
71% 78% 101% 63% 59%

| .
3 .  %

67%

2.6

74%

8.7%

81%

NMF

119%

1.5%

54%

1.5%

m c

Retained to Com Et

All Div 'ds to nu PM

2.5%

is %

BUSINESS: Progress Energy, parent of  CP&L Energy and Florida

Progress,  supplies  e lec tr ic i ty  to  port ions  d North Carolina,  South

Carolina, and Florida. Other operations induce synthetic fuels, coal

mining, wholesale generation. and randal sewiees. Electr ic  reve-

nues ;  res ident ia l,  37 / . ,  commerc ia l,  25%, indus tr ia l,  18A.  o ther,

20%. Power cos ts :  43% d revs :  labor cos ts :  14%. Fuel sources :

gas lo iVcoal ,  50%' nuc lear,  43%, hydro,  1°/- purch. power, 6%.

Has 11,600 employees .  '06 deprec ia t ion ra te :  2 .7%. Es t 'd plant

age: 8 years. Chairman, CEO, and President: Vihlliam D. Johnson.

Incorpora ted:  North Caro line .  Address :  411  Fayet tev i lle  St ree t ,
Raleigh, North Carolina 27602. Telephone: 1-800-652-7232. Inter-

nel: WWW.DfO§f€SS'8l'\8l'gY.COIII.

P r o g r e s s  E n e r p l a n s  t o  a d d
m e g a w a t t s  ( m ~ 9  o f  c a p a c i t y

e a t i n g .  F u r t h e r m o r e ,  l a s t  y e a r ' s  s t o r m -
r e l a t e d  s u r c h a r g e  L o  r e p l e n i s h  t h e  r e s e r v e
f u n d  h a s  b e e n  e x t e n d e d  t h r o u g h  J u l y ,
2 0 0 8 .  T h i s  w i l l  a d d  $ 1 3 0  m i l l i o n  t o  t h e
f u n d .  O n  t h e  d o w n  s i d e ,  t h e  c o m p a n y  h a s
b e e n  o r d e r e d  L o  r e f u n d  $ 1 3 . 8  m i l l i o n  t o
r a t e p a y e r s  f o r  i m p r u d e n t  c o a l  p u r c h a s e s
i n  2 0 0 1  a n d  2 0 0 5 .  T h e  o r d e r  h a s  b e e n  a p -
p e a l e d .
A  s t r o n g  f i r s t  h a l f  p o i n t s  t o  i m p r o v e d
e a r n i n g s  i n  2 0 0 7 .  T h e  i n s t a l l a t i o n  o f  2 . 7
m i l l i o n  " s m a r t "  m e t e r s  w i l l  r e d u c e  y e a r l y
p a y r o l l  b y  $ 2 4  m i l l i o n .  H i g h e r  m a r g i n s  o n
e n e r g y  s a l e s ,  a  2 %  i n c r e a s e  i n  k i l o w a t t -
h o u r  s a l e s ,  a n d  l o w e r  i n c o m e  t a x e s  a r e  a d -
d i t i o n a l  p l u s e s .  D e s p i t e  a n  i n c r e a s e  i n
n u c l e a r  p l a n t  d o w n t i m e  f o r  r e f u e l i n g s ,  w e
e s t i m a t e  2 0 0 7  e a r n i n g s  w i l l  r i s e  m o r e  t h a n
4 0 % ,  t o  $ 2 . 9 0  a  s h a r e .  T h e  s a l e  o f  n o n -
u t i l i t y  b u s i n e s s e s  s u g g e s t s  s t e a d y ,  b u t
m o d e s t ,  p r o f i t  g r o w t h  t o  2 0 1 0 - 2 0 1 2 .
T h e  y i e l d  i s  a b o v e  t h e  i n d u s t r y  n o r m .
T h a t  r e f l e c t s  a  p r o b a b l e  s l o w d o w n  i n  e a m -
i n g s  g r o w t h  a n d  t h e  l i k e l i h o o d  t h a t  d i v i -
d e n d  h i k e s  w i l l  b e  s l o w e r  t h a n  t h e y  h a v e
b e e n .  A l l  t o l d ,  w e  r a t e  P G N  a n  a v e r a g e
u t i l i t y  i n v e s t m e n t .
A r t h u r  H  M c d a l i e N o v e m b e r  3 0 , 2 0 0 7

1 2 , 5 0 0
" i i  2 0 2 5 .

F o r  s t a r t e r s ,  t h e  5 0 0 - m w  g a s - f i r e d I n e s  4
p l a n t  i s  s c h e d u l e d  t o  g o  o n  l i n e  n e x t  m o n t h
a t  a  c o s t  o f  $ 3 2 7  m i l l i o n .  I t s  l o c a t i o n  a t  t h e
s a m e  s i t e  w h e r e  t h r e e  f a c i l i t i e s  a r e  a l -
r e a d y  o p e r a t i n g  w i l l  s p r e a d  f i x e d  c o s t s
o v e r  a n  a d d i t i o n a l  u n i t .  P G N  h a s  a l s o
b e g u n  m a j o r  r e n o v a t i o n  a t  t h e  B a r t o w  s t a -
t i o n .  T h r e e  p l a n t s  a r e  b e i n g  c o n v e r t e d
f r o m  b u r n i n g  h ° = " {  n i l  t o  b u r n i n g  n a t u r a l
g a s ,  a n d  t h e i r  c o m  i r e d  o u t p u t  w i l l  b e  i n -
c r e a s e d  b y  6 0 0  m w .  T h e  f i r s t  t w o  u n i t s  a r e
t a r g e t e d  t o  g o  o n  l i n e  i n  2 0 0 9 ,  t h e  t h i r d
o n e  y e a r  l a t e r .  T h e  p r o j e c t  w i l l  c o s t  $ 4 3 5
m i l l i o n .  T o o ,  t h e  c o m p a n y  i s  s e e k i n g  a p -
p r o v a l  t o  c o n s t r u c t  f o u r  d i e s e l  p l a n t s  o f
1 , 0 0 0  m w  e a c h .  A d d i t i o n a l  g e n e r a t i o n  w i l l
b e  b u i l t  a s  t h e  n e e d  a r i s e s .  M e a n w h i l e ,  t h e
c o m p a n y i s r a m p i n g u p i t s e n e r g y
e f f i c i e n c y  p r o g r a m  t o  d e l a y  t h e  n e e d  f o r
t h e  n e x t  c o a l - f i r e d  p l a n t .  T h e s e  a c t i v i t i e s
w i l l  r e q u i r e  s o m e  l o n g - t e r m  d e b t  f i n a n c i n g
o v e r  t h e  n e x t  f e w  y e a r s .
R a t e  a d j u s t m e n t s  i n  F l o r i d a  a r e  i n  t h e
w o r k s .  U n d e r  a  2 0 0 5  a g r e e m e n t  w i t h  r e g -
u l a t o r s ,  b a s e  r a t e s  w i l l  b e  i n c r e a s e d  $ 5 2
m i l l i o n  w h e n  t h e  c l i n e s  4  p l a n t  b e g i n s  n p -

Div 'd reinvestment plan available. t Sharehold-
er investment plan avail. (C) Ind. del. charges
in 06: $2s.s4Ish.  (D) Rate Base:  or ig.  cos t .
Rate allowed on common equity. in 'ea in N.C.:

B++
100

5
7 0

12.75%. in 'BB in S.C.: 12.75"/. in '02 in Fla.:
rev. sharing incentive plan: am. on '06 av g.
com. eq.: 6.3/L. Regul. Clim.: Avg. (E) In m||-
lions.

Company's Flnandal Strength
Stock's Price Stability
Price Growth Persistence
Elmings Predictability

49.6
39 .2

Target Price Range
2010 2012

120
100
80
64

48

32

24
20
16

12

r o-1 z

(A) EPS diluted, Next egg. report due late Jan.
E xc l .  no nr e c ur :  ' 0 0 ,  6 9 ¢ ,  ' 0 1 ,  ( 7 5 ¢ ) , '02,
($1.32), '03, (3¢); '05, (39¢). (B) Divlds histori-
cally  paid in early Feb., May, Aug, and Nov. l

.J 2001, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER is NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. l noncommercial, inlemal use. No pan

service or product
This publication is svictty lot subscriber s own,

of it may be reproduced, iesdd. stored or transmitted in any printed. electronic nr other farm, or used lot generating Ur marketing any printed a electronic publication. I
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SCANACORPI NYSE-SCG

RECENT
PRlCE 41.99 PIE

RATIO 14.7(8:i:::s§3313) 0 .8 8
RELATIVE

PIE RATIO

DIV D
YLD 4 . 3 %

VALUE
LINE

32.6
21.1

31.1
22.0

30.0
24.3

32.1
23.5

35.7
28.1

39.7
32.8

43.7
36,6

42.4
36.9

45.5
32.9

High:
Low:

28.6
25.3

29.9
23.44TIMELINESS Rai$edBl10l07

S A F E T V 2 Luw ered  9 l to l99

T E C H N I C A L 4 Luwered 1H2l07

BET A , a s  ( 1 . 0 0 = M a r k e ( )

H`gh
L a w

Pr i c e
5 0
4 0

A n n ' I Total
Re t u r n

8 %
3 %

2 0 1 0 - 1 2  P R O J E C T I O N S

Ga i n
( + 2 0 %

( - 5 %

to Buy
Options
(0 Semi

Insider Decisions
D J F M A M J J A
0 0 0 0 0 1 0 0 1
0 0 2 0 0 2 0 0 0
0 0 2 0 0 3 0 0 1

I n s t i t u t i o n a l  D e c i s i o n s
482006 102007 202001

1 3 5 1 4 1 1 2 9
1 0 7 1 0 8 1 1 1

4 8 5 3 8 4 8 0 6 3 5 0 5 4 8

to Buy
w Sell
Hld's(000

20 1
LEGENDS

1.16 x Dividends lx sh
divided blnleres Rate
Resalive ice Strength

2-Ior-1 split 5/95
Ogtlons: Yes .
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.~Ion
I
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I ,r a
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00
l

% T O T .  R E T U R N 1 0 / 0 7
VL ARITH.

INDEX
1 2 . 9
50. 1

1 4 5 . 8

THIS
STOCK

6 . 1
2 3 . 8
7 0 . 8

1  y r .
3 yr
5  y r .

ah .|
12
8
4

Percent
shares
traded

I 9
I | I i t I I I 1 . 1 ll I

nu1 II
l l 1

IIII
2006

3 9 . 0 0

5 . 6 7

2 . 5 9

1 .6 8

4 . 5 0

2 4 . 3 2

1 1 7 . 0 0

t 5 . 4

. 8 3

4 .2 %

4 5 6 3 . 0

3 0 6 . 0

2 6 .5 %

2 .6 %

5 0 .9 %

4 7 .2 %

802700

7 0 0 7 ,0

6 .8 %

10.3%

10.5%

II I I ll lllll II ll I I l l l II 1111 ll I I I III lIIII
2007 2008 ° V A L U E  U N E  P U B .  I N C |.0-12

4 0 . 1 5

5 . 8 0

2 . 7 0

1 . 7 6

4 2 7 5

6 . 0 5

1 9 0

1 . 0 2

Re v e n u e s  p e r  s h

"Ca s h  F l o w" p e r  s h

E a m l n g s  p e r  s h  A

D i v ' d  D e d ' d  p e r  s h  |  l t

5 0 . 0 0

7 . 0 0

3 . 2 5

2 . 0 0

Ia
15.40

7 . 4 5

P a s o

Ca p ' I  Sp e n d i n g  p e r  s h

B o o k  V a l u e  p e r  s h  c

5 . 2 5

3 0 . 0 0

1 1 7 . 0 0 1 1 7 .0 0 C o m m o n  S h s 0 u t N ' g  ° 1 1 7 . 0 0

nun;
wm

tin

I Y I I I I I
Ume
: L u

Av g  An n ' l  PI E Ra t i o

Re la t i v e  PIE Ra t io

Av g  An n ' l  Di v 'd  Yi e l d

115
.90

w s

4 1 o o

azov

5 0 0 0

1 4 5

Re v e n u e s  ( $ mI I I )

nu Profit ($miln
5 1 5 0

s o s

3 3 . 5 %

7 . 0 %

3 5 . 0 %

9 . 0 %

In c o me  T a x  Ra t e

A F U D C  ' A  n o  i n  m m

3 5 . 0 %

3 . 0 %

5 0 . 0 %

4 8 . 5 %

5 1 . 0 %

4 7 . 0 %

L o n g - T e l m De b t  Ra t i o

Co mmo n  Eq u i t y  Ra t i o

4 9 . 5 %

4 9 . 0 %

5155
ms

6 5 8 0

7 9 0 0

Total Capital (mm)
Net Plant (small)

1 1 7 5

1 6 5 0

7 . 0 %

1 0 . 5 %

1 0 . 5 %

7 . 0 %

1 0 . 5 %

1 1 . 0 %

Re c u r  o n  T o t a l  Ca p ' l

RM u m o n  Sh i .  Eq u l t y

Rm u m  o n  Co m  Eq u l t y E

7 . 0 %

1 0 . 5 %

1 1 . 0 %

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
1 4 . 0 1

3 . 1 0

1 . 6 9

1 . 3 1

1 2 . 9 6

2 . 7 8

1 . 4 2

1 . 3 4

1 3 . 5 6

3 . 5 0

1 . 8 6

1 . 3 7

13.T7

3 . 7 7

1 . 6 0

1 .4 1

1 a . 0 6

3 . 6 5

1 . B6

1 .4 4

1 4 . 2 5

3 . 7 5

2 . 0 5

1 . 4 1

1 4 . 1 9

3 . 5 3

1 . 9 0

1 . 5 1

1 5 . 7 6

a . s 2

2 . 1 2

1 .54

1 5 . 9 3

3 . 1 5

1 . 4 4

1 . 3 2

3 2 . 7 8

4 . 4 3

2 . 1 2

1 . 1 5

3 2 . 9 5

4 . 5 5

2 . 1 5

1 . 2 0

2 6 . 6 5

4 . 5 6

2 . 3 8

1 . 3 0

3 0 . 8 5

4 . s s

2 . 5 0

1 . 3 8

3 4 . 3 8

5 . 2 6

2 . 6 7

1 . 4 6

2 . 9 3

1 2 . 6 2

3.16.
13.23

3 . 4 6

1 4 . 3 0

4 . 2 1

1 4 . 6 9

3 . 0 9

1 5 . 0 0

2 .3 4

1 5 . 8 6

2 . 4 5

1 6 . 6 6

2 . 8 7

1 6 . 8 6

2 . 3 7

2 0 . 2 7

3 . 2 B

1 9 . 4 0

4 . 9 9

2 0 . 9 5

6 . 4 1

1 9 . 6 4

6 .9 4

2 0 .8 2

4 . 8 4

2 1 . 6 9

8 1 . 5 7 8 7 . 8 2 9 3 ,2 4 96 .04 1 0 3 .6 2 1 0 6 . 1 8 1 0 7 . 3 2 1 0 3 . 5 7 1 0 3 . 5 7 1 0 4 . 7 3 1 0 4 . 1 3 1 1 0 . 8 3 1 1 0 .7 4 1 1 3 . 0 0

1 1 . 3

. 1 2

6 .9 %

1 4 . 5

. a s

6 .5 %

1 2 . 8

. 7 6

5 . 8 %

1 4 . 0

. 9 2

6 .3 %

1 2 . 3

. 8 2

6 .3 %

1 3 . 1

. o z

5 .5 %

1 3 . 4

. 7 7

5 .9%

1 4 . 5

. 7 5

5 .0 %

1 1 . 5

1 . 0 0

5 .2 %

1 2 . 5

. 8 1

4 .3 %

1 2 . 6

. a s

4 . 4 %

1 2 . 2

. 6 7

4 .5 %

1 3 . 0

.1 4

4 .2 %

1 3 . 6

_72

4 . 0 %

2005
4 1 . 5 4

7 . 4 1

2 . 7 8

1 . 5 5

3 . 3 7

2 3 . 2 8

1 1 5 . 0 0

1 4 . 4

. 7 7

3 . 9 %

4 7 7 7 . 0

3 2 3 . 0

3 2 .5 %

.9 %

51.4%

4 6 . 5 %

5 7 3 9 . 0

6 7 3 4 . 0

7 .4 %

1 1 . 6 %

1 1 . 8 %

1 5 2 3 . 0

2 1 a . 0

1 6 3 2 . 0

2 3 5 . 0

1 6 5 0 . 0

1 6 0 . 0

3 4 3 3 .0

2 2 s . 0

3 4 5 1 .0

2 3 1 . 0

2 9 5 4 .0

2 5 9 . 0

3 4 1 6 .0

2 8 5 . 0

3 8 8 5 . 0

3 0 5 . 0

3 2 . 8 %

6 .1 %

3 5 . 8 %

6 . 8 %

41 .0%

4 .4 %

3 8 .2 %

3 .9 %

3-1.9%

1 1 . 3 %

3 2 . 2 %

1 3 . 5 %

3 1 .5 %

10.5%

3 2 . 5 %

8 . 5 %

4 4 . 5 %

5 0 . 8 %

4 5 . 9 %

4 9 . 4 %

4 0 .8 %

5 4 .a %

5 7 .4 %

4 0 .3 %

5 3 . 9 %

4 a . s %

5 5 .7 %

4 2 .1 %

5 7 .1 %

4 0 . 8 %

5 5 . 4 %

4 2 . 6 %

3 5 2 2 . 0

a s 4 a . 0

3 5 3 6 . 0

3 7 6 4 .0

3 8 2 9 .0

3 8 2 9 .0

5 0 4 8 .0

4 4 7 5 . 0

5 0 0 6 . 0

4 B0 3 . 0

5 1 7 6 .0

5 4 7 4 .0

5 6 4 6 . 0

6 4 1 7 . 0

5 7 5 2 . 0

6 7 5 2 . 0

7 . 7 %

1 0 . 9 %

11.4%

B.4%

12.3%

12.8%

5 .9 %

1 . 1 %

7 .1 %

6 .8 %

10.6%

10.9%

6 .9 %

1 0 . 0 %

1 0 . 2 %

7 .0 %

11.3%

11.6%

6 .9 %

11.8%

12.1%

7 . 1 %

1 1 . 9 %

1 2 . 2 %

C A P I T A L  S T R U C T U R E  a s  d 5 / 3 0 / 0 7
T a l l l  De b t  $ 3 5 BG. 0  mi l l .  Du e  I n  5  Yr s  $ 1 6 5 8 1 0  mi l l .
L T  De b t  s 2 9 5 9 . 0  mi l l . L T  I n t e r e s t  S1 1 s . 0  mm.

(L T  in te r e s t  e a r n e d :  2 .7 x )
L e a s e s ,  Un c a p M l l z e d  An n u a l  r e n t a l s  $ 3 0 . 0  mi l l .
Pe n s i o n  As s e t s - 1 2 / 0 0  $ 9 1 2 . 5  mi l l .  Ob l i g .  $ 7 1 3 . 0

mi l l .
P f d  St o c k  $ 1 1 3 . 0  mi l l . P f d  D l v ' d $ 5 . 0  m i l l .
1 2 5 , 2 0 9  s h e .  5 % mm. ,  $ 5 0  p a r . .  c a l l a b l e  $ 5 2 . 5 0 ,
2 2 0 . 2 8 7  s h e .  4 . 5 0 % t o  6 . 0 0 % a i m . ,  s s h p a r ,  c a l l -

a b l e $ 5 0 . 5 0  w  $ 5 1 . 0 0 ,  1 , 0 0 0 , 0 0 0  s h e .  6 . 5 2 % c u m .
$ 1 0 0  p a r ,  c a l l a b l e  $ 1 0 0 . 0 0 .
Co m m o n  St o c k  1 1 6 , 6 5 4 , 9 3 3  s h e .  a s  o l 1 1 3 1 1 0 7
M A R K E T  C A P :  $ 4 . 9  b i l l i o n  ( M i d  C a p )

z o o s
+ . 9

1 3 2 4 9
4 . 8 2

5 7 7 6
4 8 2 0
5 7 3
+ 3 1

2 0 0 4
+ 4 . 9

N A
4 . 3 2

5 7 7 6
4 5 7 4
6 0 2
+ 2 5

z o o s
-1 .4

1 2 0 0 5
5 . 1 6

5 7 4 9
4 7 4 7
5 7 . 5
* 2 . 2

E L E C T R I C  O P E R A T I N G  S T A T I S T I C S

% R ¢ i S a u )
m § 1 3 § ¢ 4 » ~ » " " "

MWMW(q
Pad! Load. Smlrer
NMJdUNHFIW~U% "
I i Change  OM nmas M )

2 6 4 1 9 0 2 6 1Nxe a u w g e c w r / . 1

P a s t
5  Y r .

Es t ' d  ' 0 4 - ' 0 G
to '10-'12

4 . 5 %
2 . 5 %
3 . 5 %
4 . 0 %
4 . 5 %

7 . 0 %
8 . 5 %
7 . 0 %
5 . 0 %
2 . 5 %

P a s t
10 Yrs.

1 1 . 0 %
5 . 0 %
4 . 0 %
1 . 0 %
4 . 5 %

A N N U A L  R A T E S
d change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

Cal-
endar

QUARTERLY REVENUES (Smill.)
Mar.31 Jun.30 Sep.30 Dec.31

F u l l
Y e a r

2 0 0 4

2 0 0 5

2 0 0 s

2 0 0 7

2 0 0 B

8 4 8 . 0 8 5 7 . 0 1 0 4 6

8 9 1 0 1 1 2 7 1 4 9 3
9 4 4 . 0  1 0 6 2 1 1 6 8

1 0 0 7 1 0 7 9 1 2 5 1

1 1 0 0 1 1 5 0 1 3 0 0

1 1 3 6

1 2 8 8

1 3 8 9

1 3 6 3

1 4 5 0

3 8 8 5 . 0

4 7 7 7 . 0

4 5 6 3 . 0

4 7 W

5 0 0 0

C a l -
e n d a r

s Amln 4 s s  PER SHARE A

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2004

2005

200s

2007

2000

. 1 1

. 8 8

. 7 6

. 7 9

. a s

. 5 4

. 3 6

. 4 6

. 4 7

. s o

. 9 1

. 8 9

. 8 0

. 7 3

. a s

. 5 1

. 6 5

. 5 1

. 7 1

. 6 7

2 . 6 7

2 . 7 8

2 . 5 9

2 . 7 0

2 . 9 0

Cal-
llldll

QUARTERLY DMDENDS pAIr I I t

Mar.31 Jlln.30 Sep.30 Dec.31
F u l l
Y e a r

2003

2004

2005

200s

2001

. 3 4 5

. 3 6 5

. 3 9

. 4 2

. 4 4

. 3 2 5

. 3 4 5

. 3 6 5

. 3 9

. 4 2

. a 4 5

. 3 6 5

. 3 9

. 4 2

. 4 4

. 3 4 5

. a s s

. 3 9

. 4 2

. 4 4

1 . 3 6
1 . 4 4

1 . 5 4
1 . 6 5

2 .4 %

8 0 %

3 .4 %

7 4 % 9 9 %

4 .8 %

5 7 %

4 .6 %

5 6 %

5 . 5 %

54°/»
5 .5 %

5 5 %

5.6'/»
5 5 %

5 .3 %

5 6 %

3 .8 %

6 5 %

3 .5 %

6 5 %

4 .0 %

64%

Rd l a i n e d  t o  Co m Et

A l l  D i v ' d s  w  i n  P r o f

4 . 0 %

6 2 %

3 1 % ;  i n d u s t r i a l ,  1 7 % ,  o t h e r ,  1 2 % .  G e n e r a t i n g  s o u r c e s ,  ' 0 6 :  c o a l ,

6 6 % ,  n u c l e a r ,  1 9 % ,  o i l  &  g a s .  9 % .  h y d r o ,  4 % .  p u r d r a s e d ,  2 % .  F u e l

c o s t s :  6 3 %  d  r e v e n u e s .  ' 0 6  r e p o r t e d  d e p r e s s .  r a t e :  : s . 2 v . .  Ha s  5 , 7 0 0

e m d o y e e s .  C h a i r m a n ,  P r e s i d e n t  &  C E O :  V i h l l i a m  B .  T i m m e r m a n .

I n c o r p o r a t e d :  S o u t h  C a r o l i n a .  A d d r e s s :  1 4 2 s  M a i n  S t . ,  C o l u m b i a ,

s c  2 9 2 0 1 - 2 B 4 5 .  T e l . :  8 0 3  2 1 7 9 0 0 0 .  I n t e r n e t . s c a n a . c o m .

B U S I N E S S :  S C A N A  C o r p o r a t i o n  i s  a  h o l d i n g  c o m p a n y  f o r  S o u t h

C a r o l i n a  E l e c t r i c  &  G a s  C o m p a n y ,  w h i c h  s u p p l i e s  e l e c t r i c i t y  t o
6 3 6 , 0 0 0  c u s t o m e r s  i n  S o u t h  C a r o l i n a .  S u p p l i e s  g a s  a n d  t r a n s m i s -

s i o n  s e r v i c e  t o  1 . 2  m i l l i o n  c u s t o m e r s  i n  N o r t h  a n d  S o u t h  C a r o l i n a

a n d  G e o r g i a .  O w n s  g a s  p i p e l i n e s .  A c q u i r e d  P S N C  E n e r g y  2 / 0 0 .

E l e c t r i c  r e v e n u e  b r e a k d o w n ,  ' 0 6 :  r e s i d e n t i a l ,  4 0 % .  c o m m e r c i a l ,

a n d  a  s e t t l e m e n t  w i t h  t h e  F e d e r a l  E n e r g y
R e g u l a t o r y C o m m i s s i o n t h a t r e d u c e d
s h a r e  n e t  b y  $ 0 . 0 8 .  O u r  e s t i m a t e  i s  a t  t h e
l o w  e n d  o  S C A N A ' s  t a r g e t e d  r a n g e  o f
$ 2 .7 0 -$ 2 .8 5  a  sh a re .
W e  l o o k  f o r  h i g h e r  p r o f i t s  i n  2 0 0 8 .  W e
a s s u m e  t h a t  t h e  e l e c t r i c  r a t e  s e t t l e m e n t  i n
S o u t h  C a r o l - i n a  i s  a p p r o v e d .  A l s o ,  w e  a s -
s u m e  n o r m a l  w e a t h e r  c o n d i t i o n s ,  a n d  t h e
f i r s t  q u a r t e r  o f  2 0 0 7  w a s  m i l d e r  t h a n
u s u a l .  S C A N A  s h o u l d  a l s o  b e n e f i t  f r o m
c u s t o m e r  g r o w t h  a t  S C E & G  a n d  t h e  c o m -
p a n y ` s  g a s  u t i l i t y  s u b s i d i a r y  i n  N o r t h
C a r o l i n a .  O u r  e a r n i n g s  f o r e c a s t  i s  a t  t h e
l o w  e n d  o f  m a n a g e m e n t ' s  g u i d a n c e  o f
$ 2 .9 0 -$ 3 .0 5  a  sh a re .
W e  e x p e c t  a  d i v i d e n d  h i k e  a t  t h e
b o a r d  m e e t i n g  i n  F e b r u a r y .  W e  e s t i -
m a t e  t h a t  t h e  d i r e c t o r s  w i l l  b o o s t  t h e  a n
n u l l  d i s b u r s e m e n t  b y  $ 0 . 0 6  a  s h a r e .
T h a t l s  l o w e r  t h a n  r e c e n t  i n c r e a s e s  d u e  t o
t h e  r i s i n g  p a y o u t  r a t i o .  E v e n  s n ,  w e
w o u ld n ' t  b e  s h o c k e d  b y  a  h i g h e r  b o o s t .
S C A N A  s t o c k  i s  u n t i m e l y  b u t  o f f e r s  a n
a b o v e - a v e r a g e  y i e l d ,  e v e n  b y  u t i l i t y
s t a n d a r d s .  T o t a l - r e t u r n  p o t e n t i a l  t o  2 0 1 0 -
2 0 1 2  i s  o n l y  a v e ra g e  f o r  a  u t i l i t y ,  h o w e v e r .
P a u ]  E .  D e b b a s ,  C F A No ve mb e r  3 ( ) , 2 0 0 7

S C A N A ' s  u t i l i t y  s u b s i d i a r y  i n  S o u t h
C a r o l i n a  h a s  r e a c h e d  a  s e t t l e m e n t  o f
i t s  e l e c t r i c  r a t e  c a s e .  S o u t h  C a r o l i n a
E l e c t r i c  &  G a s  h a d  f i l e d  f o r  a  r a t e  h i k e  o f
$ 1 1 8  m i l l i o n  ( 6 . 7 5 %)  b a s e d  o n  a n  1 1 . 7 5 %
r e t u r n  o n  e q u i t y .  T h e  u t i l i t y ,  t h e  c o m m i s -
s i o n ' s  s t a f f ,  a n d  i n t e r v e n o r  c o u p s  r e a c h e d
a  s e t t l e m e n t  f o r  a  $ 7 6 . 9  m g l i o n  ( 4 . 4 %)  i n -
c r e a s e ,  b a s e d  o n  a n  l l % R O E .  T h e  S o u t h
C a r o l i n a  c o m m i s s i o n  m u s t  a p p r o v e  t h e
a g re e me n t .  I t s  d e c i s io n  i s  e xp e c t e d  8 % mid -
D e c e m b e r ,  w i t h  n e w  t a r i f f s  t a k i n g  e  a c t  a t
t h e  s t a r t  o f  2 0 0 8 .  W e  t h i n k  t h e  s e t t l e m e n t
i s  v e ry  re a s o n a b le .
T h e  S o u t h  C a r o l i n a  c o m m i s s i o n  h a s
i n c r e a s e d  S C E & G ' s  b a s e  g a s  r a t e s .  T h e
$ 4 . 6  m i l l i o n  b o o s t  t o o k  e f f e c t  i n  N o v e m b e r .
I t  w a s  g r a n t e d  i n  a c c o r d a n c e  w i t h  a  r e g u -
l a t o r y  m e c h a n i s m  t h a t  a l l o w s  t h e  c o m m i s -
s i o n  t o  r a i s e  t h e  u t i l i t y ' s  g a s  r a t e s  ( i f
n e c e s s a r y ) ,  w i t h o u t  a  f u l l - b l o w n  r a t e  c a s e ,
t o  p r o v i d e  S C E & G  w i t h  a n  o p p o r t u n i t y  t o
e a r n  i t s  a l l o w e d  R O E  o f  l 0 . 2 5 %.
E a r n i n g s  w i l l  p r o b a b l y  i n c r e a s e  i n
2 0 0 7 ,  d e s p i t e  t h e  a c t  t h a t  t h e y  d e c l i n e d  i n
t h e  f i r s t  n i n e  m o n t h s .  T h e  f o u r t h - q u a r t e r
c o m p a r i s o n  s h o u l d  h e  e a s y ,  s i n c e  p r o f i t s
w e r e  w e a k  a  y e a r  a g o  d u e  t o  m i l d  w e a t h e r

37.3
27.9

Target Price Range
2010 2012

1 2 8

9 6
8 0
6 4

CB
40
32

24

15

_12

HIIII MY

1 0 0
i n  N C :  n o n e  s p e c i f i e d ,  e a r n e d  o n  a v g .

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
' 0 5  i n  S C :  1 0 . 7 %  e l e c t r i c ,  1 0 . 2 5 %  g a s ,  i n  ' 0 6  I  S t o c k ' s P r i c e  s t a b i m y

P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

( A)  Exc l .  n o r  r e c .  g a i n s  ( l o s s e s ) :  ' 9 5 ,  ( 1 8 ¢ ) ;  ' 9 7 ,
1 6 ¢ ,  ' 9 9 ,  2 9 ¢ ,  ' 0 0 ,  2 8 ¢ ,  ' 0 1 ,  $ 3 . 0 0 ,  ' 0 2 ,  ( $ 3 . 7 2 ) ,
' 0 3 ,  3 1 ¢ ,  ' 0 4 ,  ( 2 3 ¢ ) -  ' 0 5 ,  3 ¢ ;  ' 0 6 ,  9 ¢ _  Ne xt  e a m-
i n g s  r e p o r t  d u e  m i d - F e b .  ( B )  D i v ' d s  h i s t o r i c a l l y
Q 2007, Value Line Publishing, Inc. All r ights reserved
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERR
of it may be reproduced, resold. slated or Transmitted in any

oRs OR OMISSIONS HEREIN,
pfinlemi, electronic of other harm,

p a i d  i n  e a r l y  J a n . ,  Ap r . ,  J u l y ,  a n d  Oc t .  I  D i v ' d b a s e :  N e t  o r i g .  c o s t .  R a t e  a l l o w e d  o n  c o m .  e q ,
r e i n v e s t m e n t  p l a n  a v a i l .  t  Sh a r e h o l d e r  i n v e s t - i n
w e n t  p l a n  a v a i l .  ( C )  In c l .  i f  t a n g .  i n  ' 0 6 : c o m .
$ 9 . 9 0 / s h .  ( D )  i n  m i l l . ,  a d j .  f o r  s p l i t  ( E )  Ra t e e q _ ,  ' 0 6 :  1 0 . 9 % .  Re g u l a t o r y  C l i ma t e :  Av e r a g e .

Factual material is obtained from sources bel ieved to be re l iab le and is  prov ided w ithout wananr ies a l  any k ind. r
noncommercial, internal use. No pan

service Ur product.
This publication is slricliy for subscriber's own.

Ur used for generating or marketing any primed or electronic publication,
III



SOUTHERN C0. NYSE-S0 37.69RECENT
PRICE

PIE
RATIO 17.7(8:3s:s§1§;3) RELATIVE

PIE RATIO 1 . 05
DN D
YLD 4 . 4 %

VALUE
LINE

29.6
22.1

35.0
20.4

31.1
23.2

35.7
20.9

32.0
27.0

34.0
27.4

36,5
31.1

37.4
30.5

38,9
33.2

High :
Low:

25.9
21.1

26.3
199

1
TIMELINESS 3 Raised8l4l[)6

SAFETY Raised6/3/05

TECHNICAL 3 Rai5ed 8I24l07

BETA .70 (100=Market)

Price
4 0
3 5

2010-12 PROJECTIONS
Ann'I Total

Return
6 %
3 %

H'gh
Law

Gain
+5%

((-we

to Buy
Options
to Sell

Insider Decisions
D J F M A M J J A
0 0 0 0 2 0 0 0 0
0 2 0 0 2 2 0 0 0
0 2 0 0 2 2 0 0 0

In s t i t u t io n a l  D e c is io n s

4Qzlms 1Q2M7 2GZ007
m Be 292 250 279
la Sell 233 283 253
H|||'s[IJ00l 334197  330260  368747

1

2011
LEGENDS

Yes

1.09 x Dividends p sh
divided Hg )interest Rate
Relative nee Strength

2-lor-1 split 3/94
Options:

haded area indicates recession
I ha I I | ll I III?

1111 111 I |l l  I  I I a

I. I l*lllh»ll I r IaI 111 I i 11| I ll"
__,.--l I >

I /

l

1 yr.
3 yr.
5 yr

% TOT. RETURN 10/07
THIS

STOCK
5.2

31 .o
53.3

VL ARITII.
\NDEX
12.9
50.1

145.8

.
ml

9
6
3

Percent
shares
traded

I I I Nl I

i HH
I HH

I I I l I

I ll
h

II H =l l  . .
1997 1998 1999 200o 2001 2002 2004 2005 2006

18.41

3.90

1.58

1.30

16.32

4 2 5

1.73

1.34

17.39

4.17

183

134

14.76

3.89

2.01

184

14.53

3 5 4

1.61

1 3 4

1471

3,45

1.85

135

16.04

3.65

2.06

1,42

18.28

4.03

2,13

1.4B

19.23

4.01

2.10

1.54

2 7 1

14.08

2.87

14.02

3.84

13.82

3,26

15,67

3.79

12.15

3.74

11.42

2.84

13.86

3.20

14.41

4.01

15.23

685,00 698.63 666.00 682.00 899,00 716,90 741.80 741.60 748.40

14.0

.BI

5.9%

15.7

.82

4.9%

14.3

.82

51%

13.2

.86

5.0%

14.6

.75

5.7%

14.6

.BO

5.0%

1 4 ]

78

4.7%

15.9

.85

4.4%

16.2

.87

4.5%

12611

1245.0

11403

1372.0

115B5

1457.0

10058

1501.0

10155

1305.0

10549

1510.0

11902

1589.0

13554

1621.0

14356

1608.0

36.9%

1.6%

24.1%

1.8%

255%

1.9%

31.0%

4.7%

29.9%

5.1%

259%

5 4 %

27.0%

5.2%

26.9%

4.4%

32.7%

4.8%

464%

43.5%

45.9%

42.9%

48.2%

37.B%

371%

505%

43.8%

42.2%

434%

43.4%

53.5%

44.1%

53.2%

44.3%

50.8%

46.2%

22158

23652

22817

24124

24372

24544

21147

21622

18925

23084

20085

24642

23288

28361

24131

29480

24618

31092

7,1%

10.5%

11.2%

7,6%

11.1%

12.2%

7.8%

11.5%

13.8%

8.5%

11.3%

12.3%

8.2%

12.3%

14.0%

8.6%

13.2%

15.1%

8.1%

14.7%

14.9%

8 2 %

14.4%

14.9%

8.2%

13.3%

138%

II I I IIll II IIH:I IIII ll IHH
2007

19.95

4.20

2.20

1.60

5.10

16.30

765.00

Boldfig
Value
est lf

15250

1730

34.0%

6.0%

51.5%

46.0%

27225

33525

7.5%

13.0%

13.5%

2008 © VALUE LINE PUB., INC2003
15.31

3.53

1.97

1.39

2.72

13.13

734.80

14.8

.84

4.7%

11251

1602.1

27,0/>

4 6 %

453%

43.6%

22135

27534

8.4%

13.4%

14.8%

In September, 2000, Souther spun off
Mirant, its independent power marketing
and trading subsidiary. Issuing 66.7 million
shares, the company and Mirant shared
$1.8 billion in gross proceeds. in April, 2001 ,
management spun off the remaining 80.3%
stake in Mirant to Southern investors, 0.4 of
a common share in the subsidiary was dis-
tributed for each common share in the
parent held. Mirant filed for Chapter 11
bankruptcy protection in July, 2003 and
emerged from bankruptcy in January, 2006.

CAPITAL STRUCTURE as of 9/30107
Total Debt $16823 mill. Due in 5 Yrs $4724 mill.
LT Debt $13817 mill. LT Interest $725.0 milL

[LT interest earned: 3.9x)
Leases, Uncapitalized Annual rentals $135.0 mill.
Penslon Assets-12IOB $6.69 bill, Oblong. $5.49 bill.
Pfd Stock $766.3 mi ll. Pfd Div'd $41 .8 mill,
Incl. 1 mill. she. 4.20%.544% cum. sub. pfd. ($100
par), 12 mill. she. 4.95V-5.83% cum. sub. pfd. ($1
par), 2 mill. she. 6.0% noncom. sub. pfd. ($25 par),
1 mill. she. 6.0% noncom. sub. pfd. ($100 par).
Common Stock 759,478,801 she.
MARKET CAP: $29 billion (Large Cap)

lc s
2006
+1 .4
3670
5.21

41785
35890

50 .8
+1 .7

2 0 0 5
+1 .2

3 6 7 5
5 .05

4 0 5 0 2
3 5 0 5 0

60 .2
+1 .2

ELECTRIC OPERATING STATIST
2 0 0 4
+3 .e

4 0 2 9
4 .34

3 8 6 2 2
34414

61 .4
+1 .5

% Char Retail Sales (KwH)

Avg. In st Use WM

Avg. Induct. Revs. per H (¢)
Capacity at Yearend ml
Peak Load, Summer Mw

% Change Cus10mefs end)

Annual Load Favor (Ll

3 5 8 3 5 8 3 3 5rim Charge Cav. mm
Pas t

Yrs.
3 0 %

Pas t
10Yrs.

2 . 5 %
1 .0%
2 . 5 %
2 . 0 %
1.0%

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
Ea rni ngs
Di v i dends
Bo o k Va lue

Es l'd '04- '06
lo '10-'12

4 .5%
3.5%

3 . 0 % 3.0%
2 . 0 % 4.0%
1.0% 5.0%

Cal-
endar

QUARTERLY REVENUES liu.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

200B

2720

3289

3152

3237

3450

3441

4358

4549

4832

5100

2732

2787

3063

3409

3600

3009

3120

3592

3772

3950

11902

13554

14356

15250

16100

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2004

zoos

2006

2007

2o08

.26

.21

.25

.18

.30

.87

.97

.go

1.00

1.05

.45

.43

.35

.45

.40

.48

.52

.52

.57

.55

2,06

2.13

2.10

2.20

2.30

Cal-
endar

QUARTERLY DIVIDENDS PAID BI t
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.35

.358

.373

.388

.35

.358

.373

.388

.403

.343

.35

.373

.388

.403

.343

.35

.358

.373

.388

1.39

1,42

1.48

1.54

20.55

4.25

2.30

1.66

Revenues per sh

"Cas h F low pe rc h

Earnings perch A

Div'd Decl'd per sh B I t

23.25

4.75

2.50

1.85

5.75

17,35

Cap'l Spending per sh

Book Value per sh c

4.25

19.50

783.00 Common Shs 0uts t 'g D 805.00

:res are
Line
Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

15.0

1.00

5.0%

16100

1830

Revenues ($mill)

Net Profs! ($milI)

18650

2080

35.0%

7.0%

Income Tax Rate

AFUDC % to Net Profit

35.0%

5.0%

52.0%

45.5%

Long-Temx Debt Ratio

Common Equity Ratio

54.0%

44.0%

29925

36500

Total Capital ($milI)
Net Plant ($mill)

35700

43400

7.5%

13.0%

13.0%

Return on Total Cap'\

Return on Shr. Equity

Return on Com Equity E

7.5%

12.5%

13.0%

2.0%

84%

2.7%

81%

3.6%

77%

4.1%

71%

2.5%

85%

4.1%

76%

4.4%

73%

4.7%

69%

4.6%

70%

3.8%

73%

4.0%

72%

3.5%

73%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

74%

generation business. Generating sources, 'OSI coal, 67%, nuclear,

14%, oi l & gas, 12%, hydro, 2%, purchased, 5%. Fuel costs : 40%

of revenues. '06 reported depress. rate: 3.0%. Has 26,100 employ-

ees. Chainman, President, and CEO: David M. Ratcli ffe. Inc.: Dela-

wa re .  Addres s :  30  I v an Allen J r .  B lv d. ,  N.W . ,  At lanta ,  Geo rgia

30308. Tel.: 404-508-5000. Internet: www.southemoo.com.

BUSINESS:  The  Souther  Companys  four  opera t ing subs idia r ies

supply electric i ty to 4.3 million customers in about 120,000 square

mi les  o f  Georgia ,  Alabama,  F lo r i da ,  and Mis s i s s ippi .  Rev enue

breakdown,  '08 :  res ident ia l,  35 '7 .  commerc ia l,  30 ' / .  i ndus t r i a l,

21%, o ther ,  14%. Reta i l revenues  by  s ta te :  Georgia ,  52%, Ala -

bama,  34%, F lo r ida ,  8%' Miss iss ippi ,  6%.  Also  has  compet i t i ve

a
2
t

s t a f f a n d  o t h e r  i n t e r v e n e r s

r o u n d  2 %  a n n u a l l y .  W e a t h e r  p a t t e r n s  i n
0 0 7  h a v e  b e e n  f a v o r a b l e ,  t o o .  A l t h o u g h
h i e d - q u a r t e r  e a r n i n g s  t o p p e d  o u r  e s t i -

m a t e ,  w e ' v e  t r i m m e d  o u r  f u l l - y e a r  e s t i -
m a t e  b y  $ 0 . 0 5  a  s h a r e  b e c a u s e  t h e  c o m p a -
n y  e x p e c t s  t o  i n c u r  h i g h e r  e x p e n s e s  f o r
s c h e d u l e d  p l a n t  m a i n t e n a n c e  o u t a g e s  a n d
i t  w i l l  t a k e  a  $ 0 . 0 4  c h a r g e  f o r  t h e  c a n c e l l a -
t i o n  o f  a  p r o j e c t .  O u r  2 0 0 7  e s t i m a t e  i n -
c l u d e s  $ 0 . 0 7  a  s h a r e  o f  i n c o m e  a s s o c i a t e d
w i t h  S o u t h e r n  C o m p a n y ' s  s y n t h e t i c  f u e l
i n v e s t m e n t s .  D e s p i t e  t h e  c e s s a t i o n  o f  t h e
s y n f u e l  p r o g r a m  a t  t h e  e n d  o f  2 0 0 7 ,  w e  e s -
t i m a t e  a n  e a r n i n g s  i n c r e a s e  i n  2 0 0 8 ,  a s -
s u m i n g  t h a t  G e o r g i a  P o w e r  r e c e i v e s  r e a -
s o n a b l e  r e g u l a t o r y  t r e a t m e n t .
F i n a n c e s a r e s o l i d . T h e  c a p i t a l i z a t i o n
r a t i o s  s h o u l d  r e m a i n  s o u n d ,  d e s p i t e  t h e
c o m p a n y ' s  n e e d  f o r  f i n a n c i n g  t h r o u g h  2 0 0 9
( d r i v e n  b y  a  c a p i t a l  b u d g e t  t h a t  i n c l u d e s
$ 4 . 6  b i l l i o n  o f  c o s t s  f o r  e n v i r o n m e n t a l  c o m ~
p l i a n c e ) .  T h e  f i x e d - c h a r g e  c o v e r a g e  i s  w e l l
a b o v e  t h e  u t i l i t y  a v e r a g e ,  t o o .
T h i s  h i g h - q u a l i t y  s t o c k  o f f e r s  a n a t -
t r a c t i v e  y i e l d . I t  i s  a b o v e  t h e  u t i l i t y
m e a n .  B u t  3 -  t o  5 - y e a r  t o t a l - r e t u r n  p o t e n -
t i a l  i s  o n l y  a b o u t  a v e r a g e  f o r  a  u t i l i t y .
P a u l  E .  D e b b a s ,  C F A N o v e m b e r  3 0 ,  2 0 0 7

S o u t h e r n  C o m p a n y ' s  l a r g e s t  u t i l i t y
s u b s i d i a r y  h a s  r e a c h e d  a  s e t t l e m e n t
o f  i t s  g e n e r a l r a t e  c a s e .  G e o r g i a  P o w e r
h a d  a s k e d  t h e  s t a t e  r e g u l a t o r s  f o r  a  r a t e
i n c r e a s e  o f  $ 4 0 6 . 7  m i l l i o n  b a s e d  o n  a  r e -
t u r n  o f  1 2 . 5 %  o n  a  5 2 . 7 %  c o m m o n - e q u i t y
r a t i o .  S i n c e  t h e  u t i l i t y  w i l l  n e e d  a d d i t i o n a l
r a t e  r e l i e f  f o r  c a p i t a l  e x p e n d i t u r e s  a n d  o p -
e r a t i n g  e x p e n s e s ,  i t s  f i l i n g  i n c l u d e d  a n  o p -
t i o n  f o r  a d d i t i o n a l  i n c r e a s e s  o f  $ 1 9 1  m i l -
l i o n  a t  t h e  s t a r t  o f  2 0 0 9  a n d  $ 4 5  m i l l i o n  a t
t h e  s t a r t  o f  2 0 1 0 .  G e o r g i a  P o w e r ,  t h e  c o m -
m i s s i o n ' s ,
r e a c h e d  a  s e t t l e m e n t  t h a t  c a l l s  f o r  a  g e n e r -
a l  r a t e  i n c r e a s e  o f  $ 9 9 . 7  m i l l i o n  a t  t h e
s t a r t  o f  2 0 0 8 ,  p l u s  a n  e n v i r o n m e n t a l  c o s t
r e c o v e r y  t a r i f f  t h a t  w o u l d  a v e r a g e  $ 2 2 2
m i l l i o n  a  y e a r  o v e r  a  t h r e e - y e a r  p e r i o d .
T h e  n e w  r a t e s  w o u l d  b e  b a s e d  o n  a n
1 1 . 2 5 %  r e t u r n  o n  a  c o m m o n - e q u i t y  r a t i o  o f
5 2 . 7 % ,  w i t h  a n  a l l o w e d  R O E  w i t h i n  a
r a n g e  o f  1 0 . 2 5 % - l 2 . 2 5 % .  T h e  c o m m i s s i o n
m u s t  s t i l l  a p p r o v e  t h e  a g r e e m e n t .  I t s  o r -
d e r  i s  e x p e c t e d  i n  D e c e m b e r ,  w i t h  n e w
t a r i f f s  t a k i n g  e f f e c t  a t  t h e  s t a r t  o f  2 0 0 8 .
W e e x p e c t  e a r n i n g s  t o  i n c r e a s e  t h i s
y e a r a n d n e x t .  T h e  u t i l i t i e s  a r e  b e n e -
f i t i n g  f r o m  k i l o w a t t - h o u r  s a l e s  g r o w t h  o f

S e pt . ,  a nd De c .  l  D i v ' d  r e i nv e s t me nt  p la n
available. t Shareholder investment plan avail-
able. (C) inc l.  dead charges. In '06: $6.28/sh.
(D) in mi lL ,  adj.  fo r  spli t .  (E) Rate  base:  AL,

A
100

2 5
95

MS, lair value, FL, GA, orig. cost. Allowed re-
turn on com. eq. (blended): 13.5°/1 Eamed on
avg. com. eq., '06: 14.3%. Regulatory Cfimate:
AL, FL: Above Average; GA, MS: Average.

Company's Financial Strength
Stock's  Pr ice  Stabi li ty
Price Growth Pers is tence
Ea rni ngs Predictability

31.6
23 .9

Target Price Range
2010 2012
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(A) Di luted earnings. Excl. norrrecurrirrg gain;
'03, 6¢. '06 earnings don't  add to total due to
rounding.  Next  earnings  report  due la te  Jan.
(B) Div'ds historically paid in early Mar., June,
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TECO ENERGY, INC. NYSE-TE
RECENT
PRICE 17.07 PIE

RATIO 14.0(8:2:::34813) 0.83
RELATIVE

PIE RATIO

DIV D
YLD 4.1%

VALUE
LINE
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33.2
17.3

33,0
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14.4

18.6
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16.45

2.57

1.11

.76

2.18

8.25

209.50

13.5

_75

4.7%

3448.1

244.4

40.4%

1.6%

65.0%

35.0%
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7.3%

14.1%

14.1%

ll I I I
2008 a VALUE LINE PUB. mc2002 2003 2004

15.22

3.20

1.95

1.41

14.59

1.96

a.0a

.93

13.37

2.14

.11

.76

6.06

14.as

3.14

8.93

1.37

6.43

175.80 187.80 199.10

11.0

.60

6.6% 7.4%

19.3

1.02

5.5%

2675.5
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2140.0
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137.4

4.4%

38.5%
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1.00

.76

1.42

7.65

20a.20

11.1

.91

4.4%
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3 %

42.8%

57.2%

45.9%

54.1%

46.0%

54.0°/»
47.7%
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2524.9

3236.5

2787.4

3307.6

2625.6

3527.5

2881.5

3970.1

10.2%

14.7%

14.6%

9.0%

13.3%

13.3%

9.5%

14.2%

14.2%

10.7%

16.7%

16.7%

CAPrrAL STRUCTURE as of 8IzlllIlI7
Teal Debt $35345 mill. Due in 5 Yrs $1104.1 mill.
LT Debt S3454.4 mill. LT Interest $224.5 mill.
(LT interest earned: 2.5x)

Leases, Uncapitallzed Annual rentals s2a.1 mill.

Pension Assets-12/06 $434.7 mill. Obllg. $569.9

mill.
MY Stock None

Common Stock 210,678,423 she.

as Of 101291l!7
MARKET CAP: $3.6 billion (Mid Clpl

ELECTRIC OPERATING s1AnsTlcs
zoom 2 0 0 5
+1 .1 +2 .6

NA NA
& 4 9 6 4 4

NA 4 4 2 3
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2 0 a s
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* 2 . B

me cho cw. lxl 1 2 4 1 5 0NM F

PastPast
10 Yrs.

2 . 0 %
-2 . 5 %
- 4 . 5 %
-3 . 0 %
-3 . 0 %

ANNUAL RATES
dl change (per sh)
Rev enues
"Cash Flow"
Eamings
Div idends
Book Value

Est'd '04-'os
w '10-'12

5 . 0 %
2 . 5 %
4 . 5 %
2 . 0 %
6 . 5 %

yrs.
- 3 . 0 %
-9 . 5 %

-13.0 /»
- 1 0 . 5 %

- 9 . 5 %

Cal-
endar

QUARTERLY REVENUES (S min.)

llar.31 Jun.30 Sep.30 Dec.31
Full
Year

2004

2005
2005

2007

zoos

625.2

684.7

836.4

821.3

705.8

836.4

922.9

990.0

975

660.2

770.0

826.2

a22.2

ago150

677.9

719.0

862.6

866.5
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2889.1

3010.1

3448.1

3500
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Cal-
endar

EIRNINGSPERSHIRE*

Mar.31  Jun.30  Sep.30 Dec.31
Full
Year
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200s

2005

2007

2ooa

.28

.45

.38

.44

.1 1

.24

.23

.28

. 2 5

.1 1

.25

.26

.35

.25 . 4 0
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1.00
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1.35
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Cal-
endar

QUARTERLY DMDENDS PAID I  l

Mar.31 Jun.3I! Se9.30 Dec.31

Full
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20o4
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.19

.19

.19
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.355
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.19

.19

.19

.93

.76

.76

.76

4.5%

70%

2_8y,

81%

2.3%

84%

5.5%

67%

6.1%

S us

3.2%

72%

NMF

NMF

NMF

106%

3.3%

75%

5.0%

65%

6.5%

57%

4.0%

69%

Rehlned to Conn Et

All Div 'ds to Net PM

3.5%

58%

BUSINESS:  TECO Energy .  Inc .  i s  a  ho lding company  fo r  Tampa

Electr ic .  which serves around 661.000 customers  in west centra l

F lo r i da .  a nd Pe o ple s  Ga s  (a c q'd 6 1 9 7 ) ,  whi c h s e rv e s  a ro und

332.000  cus tomers  in F lo r ida .  TECO a lso  mines  and t ranspor ts

coal and has generation and distribution investments in Guatemala.

Elec t r ic  revenue breakdown. 06; res identia l.  46°/u. commerc ial,

29%; indus tr ia l,  8°A.  o ther.  17%. Generat ing sources .  '06:  coa l.
54%. gas. 32%. oi l. 1%. purchased. 13%. Fuel costs: 40% ad revo-

nues .  'as  repo r ted depres s .  ra te :  3 .9% Has  5 .200  employ ees .
Cha i rman L  CEO: Sherr i ll W .  Hudson.  Pres ident  & COO: John B.

Ramil.  Inc.:  FL. Address: TECO Plaza. 702 n. Franklin St. .  Tampa.

FL 33602. Tel.: 813-228-1111. Internet: www.tecoenergy.com.

e a m i n s f o r  2 0 0 8
e a r l y  n e x t  y e a r .
E l e c t r i c  h a s  d e c i d e d

C l i n e  i n  2 0 0 8 .  T h r o u g h

t h e  c o m p a n y  w i l l  r e c o r d  n o  s u c h  i n c o m e  i n
2 0 0 8 .  N o t e  t h a t  w e  h a v e  b o o s t e d  o u r
s h a r e - e a r n i n g s  e s t i m a t e s  f o r  2 0 0 7  a n d
2 0 0 8  b y  a  n i c k e l  e a c h  y e a r  b e c a u s e  d e p r e -
c i a t i o n  i s  l i k e l y  t o  w i n d  u p  l o w e r  t h a n  w e
h a d  e s t i m a t e d .  T E C O  h a s n ' t  p r o v i d e d

g u i d a n c e a n d  w o n ' t  d o
s o  a n t i
T a m p a n o t  t o
b u i l d  a  c o a l  g a s i f i c a t i o n  p l a n t  t o  m e e t
i t s  2 0 1 3  p o w e r  n e e d s .  U n c e r t a i n t y  a b o u t
c h a n g i n g  e n v i r o n m e n t a l  r e g u l a t i o n s  a n d
t h e  r i s i n g  c o s t  o f  t h e  p r o j e c t  i n d u c e d  t h e
c o m p a n y  t n  l o o k  f o r  a l t e r n a t i v e  s o u r c e s  o f
p o w e r  g e n e r a t i o n .  T h u s ,  o u r  p r o j e c t i o n  f o r
c a p i t a l  s p e n d i n g  i n  t h e  2 0 1 0 - 2 0 1 2  p e r i o d  i s
m u c h  l o w e r  t h a n  i n  o u r  l a s t  r e p o r t ,  i n  l a t e
A u g u s t .  F o r  t h e  t i m e  b e i n g ,  T a m p a  E l e c -
t r i c  p l a n s  t o  a d d  p e a k i n g  u n i t s  i n  2 0 0 9
a n d  2 0 1 0 .
T h i s  s t o c k ' s  m a i n  a p p e a l  i s  i t s  h i g h
y i e l d .  I t  i s  a b o u t  a  p e r c e n t a g e  p o i n t  a b o v e
t h e  n o r m  f o r  d i v i d e n d - p a y i n  u t i l i t i e s .  W e
p r o j e c t  j u s t  m o d e s t  d i v i d e n d ;  g r o w t h  o v e r
t h e  3 -  t o  5 - y e a r  p e r i o d ,  h o w e v e r ,  s o  t o t a l -
r e t u r n  p o t e n t i a l  o v e r  t h a t  t i m e  i s  o n l y
a r o u n d  a v e r a g e ,  b y  u t i l i t y  s t a n d a r d s .
P a u ]  E .  D e b b a s ,  C F A N o v e m b e r  3 0 ,  2 0 0 7

T E C O  E n e r g y  h a s  r e a c h e d  a n  a g r e e -
m e n t  t o  s e t  i t s  b a r g e  t r a n s p o r t a t i o n
s u b s i d i a r y ,  T E C O  T r a n s p o r t .  T  i s  o p e r a -
t i o n  g e n e r a t e d  a  n e t  p r o f i t  o f  $ 2 2 . 8  m i l l i o n
i n  2 0 0 6  a n d  $ 2 7 . 0  m i l l i o n  i n  t h e  f i r s t  n i n e
m o n t h s  o f  2 0 0 7 .  T E C O  T r a n s p o r t  f e t c h e d
a  p r i c e  o f  $ 4 0 5  m i l l i o n ,  w h i c h  w i l l  n e t  t h e
c o m p a n y  $ 3 7 0  m i l l i o n  $ 3 8 0  m i l l i o n  a f t e r
t a x e s  a n d  t r a n s a c t i o n  c o s t s .  T E C O  p l a n s
t o  u s e  t h e  p r o c e e d s  t o  a c c e l e r a t e  i t s  g o a l  o f
r e d u c i n g  d e b t  b y  $ 5 0 0  m i l l i o n .  T h e  c o m p a -
n y  e x p e c t s  t o  r e c o r d  a  p r e t a x  g a i n  o f  $ 2 2 5
m i l l i o n - $ 2 7 5  m i l l i o n  o n  t h e  s a l e ,  w h i c h  w e
w i l l e x c l u d e  f r o m  o u r  e a r n i n g s p r e s e n t a -
t i o n .  T h e  d e a l  s h o u l d  c l o s e  b y  t h e  e n d  o f
2 0 0 7 .  W e  w o n ' t  a d j u s t  o u r  f i g u r e s  t o  r c -
f l e c t  t h e  s a l e  o f  ' l ` E C O  T r a n s p o r t  u n t i l
a f t e r  i t  h a s  b e e n  c o m p l e t e d ,  b u t  w e  f i g u r e
t h e  t r a n s a c t i o n  w i l l  b e  s l i g h t l y  d i l u t i v e .
E v e n  s o .  w e  t h i n k  t h e  s a l e  m a k e s  s e n s e
b e c a u s e  i t  w i l l  e n a b l e  t h e  c o m p a n y  t o
s t r e n g t h e n  i t s  b a l a n c e  s h e e t .
T h e  e n d  o f  t h e  s y n t h e t i c  f u e l  p r o g r a m
i s  l i k e l y  t o  r e s u l t  i n  a n  e a r n i n g s  d e -

h e d g i n g ,  T E C O
l o c k e d  i n  a  p r o f i t  o f  $ 6 5  m i l l i o n  ( $ 0 . 3 l  a
s h a r e )  f r o m  i t s  s y n f u e l  i n v e s t m e n t s .  S i n c e
t h e  s y n f u e l  p r o g r a m  w i l l  c e a s e  a t  y e a r e n d .

30 . 6
24 . 8

Target Price Range
2 0 1 0 2 0 1 2

64

48
40
32

24
20
16

12

8
- 5

Ill+ia:H!!!!!HI Ill
-' o-12

(A) Diluted earnings Excl. nonrecurring losses: due to rounding, Next earnings report due early (E) Rate base; Net orig. cost. Allowed return on | Company's Financial Strength
'97, 6¢, `99, 11¢, '03, $4.97, gains (loss) on Feb. (B) Divlds paid in late Feb., May, Aug., & com. eq, in '00 (Alec.): 10.75%-12.75%, in '02 Stock's Price Stability
disc. ops.: '04, (77¢), '05, 31¢, '06, 1¢, '07, 7¢. Nov. I Div 'd reinvestment plan avail. (C) incl. (gas): 10.25%-12.25%, earned on avg. com. Pr i ce Growth Pers is tence
'05 EPS don't add due to change in shares, '06 def'd charges, in '06: $1.Bolsh. (D) In millions. eq., '06: 14.7%. Regular. Climate: Above Avg. Earnings Predictability

-' 2007, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without( wananties of any kind
THE PUBLISHER lS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, non-commerdal, internal use. No pan |
al it may be reproduced, resold. stored nr transmitted in any printed. eledrunir: or omer lord, or used for generating or marketing any printed nr electronic publication, service or product.
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2004

4 5 . 8 7

4 . 3 7

1 . 5 4

1 . 7 3

2 .0 4

2 2 .8 4

2 4 . 0 1

1 8 . 7

. 9 9

6 .0 %

1 1 0 1 . 3

3 6 . 9

4 5 .4 %

1.1%

4 7 .2 %

5 2 .8 %

1 0 3 9 .6

5 5 3 . 9

4 5 %

6 .7 %

5 1 %
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2008 ® VALUE UNE PUB. ,  INC2005
4 9 . 8 8

4 . 1 3

1 . 3 0

1 . 7 3

2 . 2 5

2 2 . 3 9

2 4 . 3 2

2 3 . 5

1 . 2 5

5 .7 %

1 2 1 3 . 1

3 1 .4

4 4 .1 %

9 .0 %

4 7 .2 %

5 2 .8 %

1 0 3 1 . 5

5 9 2 . 1

4 .1 %

5 8 %

5 8 %

2006
3 4 . 0 3

4 . 6 5

1 . 8 6

1 7 3

3 . 0 9

1 8 . 5 3

2 4 . 8 6

1 B. 7

1 .0 1

5.0%

8 4 8 9

4 5 .4

31 .2%

8.0%

4 7 .0 %

5 3 .0 %

8 6 9 2

6 4 7 . 0

6 .5 %

9 .9 %

9.9%

2007
3 8 . 1 0

5 . 0 0

1 . 8 5

1 . 7 3

1 0 . 1 5

1 8 . 7 0

2 5 . 2 0

Bold fig
Value
est lf

9 6 0

4 6 . 0

3 1 . 0 %

6 .0 %

4 9 . 5 %

5 0 .5 %

9 3 0

8 2 5

6 .0 %

9 .5 %

9 .5 %

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
2 9 . 0 0

4 . 7 9

1 . 9 3

1 . 4 6

2 8 . 5 3

4 9 0

1 ,9 0

1 .54

27.B2

4,90

1.88

160

2 7 .9 7

4 . 7 7

1 .9 1

1 .6 6

2 9 . 3 5

4 . 9 1

2 . 1 8

1 . 6 9

3 0 . 8 9

4 .B1

1 . 9 0

1 .7 3

3 0 .6 4

5 . 4 0

1 . 9 5

1 . 7 3

2 9 .3 4

5 .3 4

1 .8 0

1 .7 3

2 9 0 1

4 . 6 7

2 . 2 3

1 .7 3

3 7 . 5 4

5 , 5 3

2 . 5 6

1 . 7 3

4 6 . 1 5

6 . 6 1

2 . 5 3

1 . 7 3

4 7 . 5 5

5 . 8 9

1 . 8 5

1 , 7 3

2 . 7 2

1 7 ,3 0

2 .8 4

1 8 .0 7

4 .0 4

18 .03

2 . 6 9

1 8 .2 3

2 , 5 3

1 8 , 7 2

2 . 0 1

1 8 . 7 2

1 . 4 4

18 .94

1 .6 3

1 9 .0 5

1 .4 8

1 9 ,5 5

2 . 3 1

2 0 . 4 2

2 . 0 1

2 1 . 2 5

2 . 4 1

2 0 . 2 8

2 3 2 2 2 3 . 3 9 2 3 . 4 7 2 3 .4 B 2 3 . 5 0 2 3 . 5 0 2 3 .1 B 2 3 . 3 9 2 3 4 4 2 3 .4 6 2 3 . 5 3 2 3 . 7 9

1 0 . 6

. 6 8

7.2%

1 1 .9

.72

6.8%

1 3 .6

,B0

6 2 %

1 0 . 5

. 6 9

a.2%

9 . 3

. 6 2

8.3%

11.4

.71

8 .0 %

1 0 .1

.5B

8 .8 %

1 8 .3

. 8 5

5.9%

1 2 .6

. 7 2

6.2%

1 0 .8

J o

6 .2 %

1 1 . 5

5 9

5 .9 %

1 5 . 0

. 8 2

6 .2 %

2003
4 0 . 3 9

4 . 6 9

1 .24

1 . 7 3

2 . 1 9

2 0 . 6 5

2 3 . 8 6

1 8 . 0

1 . 0 3

7 .7 %

9 5 3 . 7

2 9 . 5

5 3 .1 %

8 .5 %

50.1%

4 9 .9 %

9 8 8 . 2

5 4 8 3

4 .3 %

6.0%

6 .0 %

4 2 . 3 0

5 . 8 5

1 . 9 5

1 . 7 3

Re v e n u e s  p e r  s h

" C a s h  F l o w "  p e r  s h

E a r n i n g s  p e r c h  A

D i v ' d  D e c I ' d  p e r  s h  B l

5 2 . 2 5

7 . 4 0

2 . 1 5

1 . 7 3

5 . 5 0

1 9 . 0 5

Ca p ' I  Sp e n d i n g  p e r  s h

Bo o k  Va lu e  p e r  s h c

3 . 7 5

1 9 . 9 5

2 5 . 4 0 C o m m o n  S h s  0 u t s t ' g  E 2 6 . 6 0

r e s are
Ume
Otes

Av g  An n ' l  P IE  Ra t i o

Re l a t i v e PI E Ra t i o

Av g  An n ' I  Di v d  Y i e l d

1 5 . 0

1 . 0 0

5 .4 %

1075
49.0

Revenues ($mill)
Net Profit ($mlll)

1 3 9 0

5 7 . 0

3 1 .0 %

6.0%

In c o me  T a x Ra t e

AF UDC % t o  Ne t P r o f i t

3 1 . 0 %

3 .0 %

5 0 .0 %

5 0 ,0 %

L o n g - T e r m De b t  Ra t i o

C o m m o n  E q u i t y  R a t i o

4 9 .5 %

5 0 .5 %

965
870

Total Capital ($miII)
Net Plant ($mill)

1 0 5 0

8 1 0

6 .5 %

10.0%

1 0 . 0 %

Re t u r n  o n Tota l  Cap 'l

Re t u r n  o n  Sh i .  Eq u i t y

R e t u r n o n  Co m Eq u i t y  n

6 . 5 %

1 0 . 5 %

1 0 . 5 %

7 1 0 .3

4 5 . 8

6 8 8 . 2

4 2 . 2

6 8 0 . 0

5 2 . 2

8 8 0 . 9

5 9 . 9

1 0 8 5 . 8

5 9 .4

1 1 3 1 . 0

4 4 . 0

4 1 . 4 %

3 .5 %

56.0%

1.1 %

56.0%

4.3%

4 4 .5 %

4 .4 %

4 4 . 8 %

3 .2 %

4 5 .2 %

5 .1 %

5 7 .3 %

3 8 .0 %

5 7 .7 %

3 7 .7 %

50.5%

44,6%

5 2 .2 %

4 7 .8 %

4 9 . 9 %

5 0 .1 %

4 5 . 0 %

5 5 .0 %

1 1 5 4 . 8

1 2 7 3 . 8

1 1 8 0 .5

1226 .4

1 0 2 5 . 5

5 2 1 . 5

1 0 0 1 . 3

5 5 0 . 7

9 9 8 . 6

5 4 6 .4

8 7 7 . 8

5 1 7 .1

6.7%

9 .3 %

10,4%

5 .4 %

8.4%

9.4%

7.1%

10.3%

11.4%

7 .9 %

12.5%

12.5%

B.1%

1 1 . 9 %

1 1 . 9 %

7 .3 %

9 .1 %

9 .1 %

C A P I T A L S T R U C T U R E  a s  o f  6 / 3 0 / 0 7
T o t a l  De b t $ 5 2 8 . 6  m i l l . Du e  i n  5  Yr s .  $ 3 3 7 . 4 m m .
L T  De b t  $ 4 0 4 . 3  m i l l . L T  I n t e r e s t $ 2 1  .5  mi l l .

( L T  i n t e r e s t  e a r n e d : 3 . 3 x )
L e a s e s ,  Un c a p i t a l i z e d : An n .  r e n t a l s  $ 1 3 . 4  m i l l .

P e n s i o n A s s e t s - 1 2 / 0 6 $ 3 1 7  m i l l . O b l i g . $ 3 6 2  m i l l .

P f d  S t o c k N o n e

C o m m o n  S t o c k 2 5 , 1 6 0 , 0 0 4 s h e .  a s o f  8 / 1 / 0 7

M A R K E T  C A P :  $ 8 7 5  m i l l i o n  ( S m a l l  C a p )

2 0 0 s
-3.1
6 5 7

10 . 2
N A
N A
N A
N i l

ELECTRIC OPERATING STATISTICS
2 0 0 4 2 0 0 5
+ 3 3 + 2 . 5
8 3 9 6 6 5

9 1 3 9. 70
N A N A
N A N A
N A N A

. 1 N i l

% Change Retail Sales (KWH)
Avg. In use Use (MWHwH
Avg. Induct Revs. l' (¢)
Capacity at Peak( w
Peak Load, Summer (m
Amu al Load FaL1or (A
% Change Customers trend)

2 6 3 3 2 33 7 5Fixed Charge Cov. (%)

P a s t
5 Y rs .

3 . 0 %
- 5 . 0 %
- 8 . 5 %

P a s t
10 Yrs.

4 . 0 %
-1  .0%
- 2 . 5 %

E s t ' d  ' 0 4 - ' D S
to  '10- '12

3 . 0 %
9 . 0 %
5 . 5 %

N i l
1  . 0 % - 1  . 0 %

A N N U A L  R A T E S
of Mango (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m l n g s
D i v i d e n d s
B o o k  V a l u e 1 . 5 %

C a l -
e n d a r

QUARTERLY REVENUES (s mill.)
M a r . 3 1  J u n . 3 D  Se p . 3 0  D e c . 3 1

Full
Year

2004

2005

2006

2007

2008

2 4 9 . 4

2 7 8 _ 5

2 0 0 . 3

2 7 4 . 6

3 0 0

2 6 7 . 8

2 8 5 . 3

1 8 4 . 8

2 0 0 3

2 2 5

3 2 3 . 4
3 6 9 . 4

2 6 1 . 1

2 6 7 . 9

3 1 0

2 6 0 . 7

2 7 9 . 9

1 9 9 . 8

2 1 6 . 7

2 4 0

1 1 0 1 . 3

1 2 1 3 . 1

8 4 6 . 0

9 6 0

1 0 7 5

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2004

2005

200s

2007

200s

. 2 4

. 1 3

. 1 5

. 2 2

. 2 2

. 4 3

. 1 4

. 4 2

. 3 8

. 4 3

. 6 8

. 7 7

1 . 2 1

. 9 2

1 . 0 0

. 1 9

. 2 6

.OB

. 3 3

. 3 0

1 . 5 4

1 . 3 0

1 . 8 6

1 . 8 5

1 . 9 5

C a l -
e n d a r

QUARTERLY DIViDENDS PAID Bu

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

Full
Year

2003

2004

2005

2005

2007

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

. 4 3 2

4 3 2

. 4 3 2

1 . 7 3

1 . 7 3

1 . 7 3

1 . 7 3

1 .2%

8 9 %

.4%

96%

2 5 %

7 8 %

4 0 ° / ,
6 8 %

3 .8 %

CB%

.6 %

9 3 %

NMF

NMF

N M F

1 1 2 %

NMF

NMF

N M F

9 3 %

.5 %

93%

1.0%

8 9 %

Re t a i n e d  t o  Co m  Eq

Al l  D i v ' d s  t o  Ne t  Pr o f

2 .0 %

8 0 %

X c e l e c o m .  F u e l  c o s t s :  4 9 %  o f  r e v e n u e s ,  l a b o r  c o s t s ,  1 3 % .  ' 0 6

d e p r e s s .  r a t e :  3 . B % .  H a s  9 2 0  e m p l o y e e s .  N o n ~ E xe n u t i v e  C h a i r m a n :

F .  P a t r i c k  M c F a d d e n .  C h i e f  E x e c u t i v e  O f f i c e r  &  P r e s i d e n t :  J a m e s

P .  T o r g e r s o n .  I n c o r p o r a t e d :  C o n n e c t i c u t .  A d d r e s s :  1 5 7  C h u r c h

S t r e e t ,  P . O .  B o x  1 5 5 4 ,  N e w  H a v e n ,  C o n n e c t i c u t  0 6 5 0 6 - 0 9 0 1 .  T e l . :

2 0 3 - 4 9 9 - 2 3 9 4 .  In t e r n e t :  w w w . u i l . c o m .

B U S I N E S S :  U I L  H o l d i n g s ,  p a r e n t  o f  T h e  U n i t e d  I l l u m i n a t i n g  C o m -

p a n y ,  p r o v i d e s  e l e c t r i c i t y  t o  3 2 0 , 0 0 0  c u s t o m e r s  i n  l a r g e l y  u r b a n  a n d

s u b u r b a n  s o u t h e r n  C o n n e c t i c u t .  R e v e n u e  d i s t r i b u t i o n :  r e s i t ,  4 6 % ,
c o m e r ,  4 1 " / '  i n d u c t ,  1 1 % ,  o t h e r ,  2 % .  L a r g e s t  i n d u s t r i a l  c u s t o m -

e r s :  p r i ma r y  me t a l s ,  f a b r i c a t e d  me t a l  p r o d u c t s ,  t r a n s p o r t a t i o n  e q u i p -

m e n t , 2 0 0 4 , s o l d A m e r i c a n P a y m e n t S y s t e m s , 2 0 0 6 , s o l d

l aw t ha t  perm i t s  u t i l i t i es  t o  bu i l d  peak ing
un i t s ,  U I L  and  NRG  E ne rgy  p l an  t o  s ub -
mi t  a  propos a l  f o r  a  new peak ing p lant .  I f
regulatory  approval  is  granted,  the compa-
ny  would recover  the cos t  of  bui ld ing on a
cost-of-service basis,  and would earn a rea-
sonable return on i t s  inves tment .  Re-ent ry
i n t o  t he  genera t i ng bus i nes s  wou l d  o f f e r
UIL new oppor tun i t ies .
E a r n i n g s m a y  s h ow  n o  p r og r e s s t h i s
year . T he  c om pany  w i l l  bene f i t  f r om  i m -
p rov ed  p r i c i ng,  h i ghe r  ra t es  o f  $4 . 3  m i l -
l ion,  and recovery  of  work  on the t ransmis-
s ion sys tem.  But  an IRS rul ing on accumu-
lated deferred inves tment  tax  c redi t s  that
b o o s t e d  t h i r d  q u a r t e r  2 0 0 6  e a r n i n gs  b y
$0.26 a share wi l l  negate these pos i t i ves .
F o r  n o w ,  w e  e s t i m a t e  2 0 0 7  e a r n i n gs  o f
$1.85 a share.  A $10.3 mi l l ion rate hike ef -
f ec t i v e  nex t  J anua ry  po i n t s  t o  i m p rov ed
results  next  year.
T h ese  sh ar es  h ave  an  even  b a l an ce  of
p l u s e s  a n d  m i n u s e s . The y ear -ahead
y ie ld  i s  more t han a  f u l l  perc entage po in t
abov e t he  i ndus t ry  norm.  But  a  h igh  pay -
out  rat io sugges ts  no d iv idend inc rease in
our 3- to 5-year t imeframe.
Arthur  H Meda. / j e November 30, 2007

U I L  H o l d i n g s '  m a j o r  p r o j e c t i s  c o n -
s t r u c t i o n  o f  a  G 9 - m i l e  t r a n s m i s s i o n
l i ne. The company  and Northeas t  Ut i l i t ies
are jo in t l y  bu i ld ing a  345-k i l ovo l t  l i ne  be-
tween Middletown and Norwalk ,  Connec t i -
c u t  t o  s t r e n g t h e n  t h e  w e a k  g r i d  i n  t h e
s o u t h w e s t e r n  p a r t  o f  t h e  s t a t e .  U I L  w i l l
h a v e  a  2 0 %  o w n e r s h i p  i n  t h e  f a c i l i t y .
S i n c e  2 4  m i l e s  w i l l  h a v e  t o  b e  b u i l t  u n -
derground to sat is fy  demands of  towns and
proper t y  owners  a l ong t he  rou t e ,  t he  i n i -
t ial  cost  of  $600 mil l ion rose to $1.3 bi l l ion.
Work  i s  we l l  unde r  way ,  and  a  new s ub -
s tat ion is  nearly  f inished.  Upon complet ion
in late 2009,  the projec t  wi l l  not  only  serve
t h e  t wo  o wn e rs  b u t  w i l l  s u p p l y  p o we r  t o
o t h e r  N e w  E n gl a n d  u t i l i t i e s .  R e gu l a t i o n
p e r m i t s  t h e  c o m p a n y  t o  r e c o v e r  5 0 %  o f
prudent ly  incurred cos ts  as  bui ld ing prog-
r e s s e s .  T h e  b a l a n c e  w i l l  b e  r e c o u p e d
t h rough  ra t e  f i l i ngs .  I n  t he  ea r l y  s t ages ,
UIL wi l l  f inance i ts  share of  the cos t  inter-
nal ly ,  later wi th debt .
T h e  c o m p a n y  s e e k s  t o  b u i l d  a gas -
f i r ed  p eak i n g  p l an t . T he  u t i l i t y  s o l d  a l l
o f  i t s  gene ra t i ng f ac i l i t i e s  i n  2000  when
s t a t e  l a w  a l l o we d  c o n s u m e r s  t o  c h o o s e
the i r  energy  suppl ier .  Pursuant  t o  a  2007

(B)  D iv'ds histor ically paid in ear ly Jan. ,  ear ly
April,  early July,  and early Oct.  l Dlv'd reinvest.
plan avail.  (C) Incl.  deferred chge. & regal.  as-
sets.  In '06:  77¢lsh.  (D) Rate base:  or ig.  cost .

Ra t e  a l l o we d  o n  c o mmo n  e q u i t y  i n  'DBZ  9 . 7 5 %.
E a m e d  o n  a v e r a g e  c o m m o n  e q u i t y  i n  ' 0 6 :
9 . 0 %  R e g a l .  C l i m . :  B e l o w  A v e r a g e .  ( E )  I n  m i l -
l ions.

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

B +
8 0
4 5
6 0

32 . 5
25 . 0

Target Price Range
2010 2012

B0

60
50
40

30
25
20

15

10

- 7 . 5

'I0-12

(A) EPS basic.  Excl.  nonrecur.  gains ( losses):
' 91,  27¢,  '92,  35¢,  '93,  (34¢) ;  '94,  (5¢) :  '96,
17¢C '00, net 4¢,  '03,  (26¢) ,  '04,  $2,14;  '06,
($5.07) Next egg. report  due late Jan.
o 2007, Value Line Publishing , Inc, All rights resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RE3P0N$IBLE FOR ANY ERRORS OR OMISSIONS HEREIN. noncommercial, internal use. NO part l
al it may be reproduced, resold, stored or transmitted in any printed, electronic or AMer form, service or product.

This publication is strictly for subscriber's own,
or used fur generating of marketing any printed or declmnic publication,
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I NYSE-WCVECTREN CORP
RECENT
PRICE 29.11 PIE

RATIO 15.7(3:2:23§,}§¢é) 0 . 9 3
RELATIVE
PIE RATIO

DlV'D
YLD 4 . 5 %

VALUE
LINE

High :
Low:

26.5
15.8

24.4
19.8

26.1
18.0

26.1
to]

27.1
22.9

29,5
25.0

29.3
25.2

30.5
24.82

2
TIMELINESS Raised 12l28I07

SAFETY Lnwered 115/01

TECHNICAL 3 Rai5ed8l31(0II

BETA .90 (1.00=Market)

H'gh
Law

Price
35
25

2010-12 PROJECTIONS
Ann'I Total

Gain Return
(+20% 9%
(-15% 1 %

Insider Decisions

to Buy
Options
tn Sell

F M A M J J A S O
0 1 0 0 0 0 1 0 0
0 0 0 1 0 0 0 0 0
0 0 0 0 0 0 0 0 0

Institutional Decisions
1020 7 zozoo7 391007

\o Be 106 108 79
lo Sell 55 76 104
Hld's(0Ii0} 40427 42063 43375

z011
LEGENDS .

1,16 x Dtvldends I' sh
dvvidgd Hg Images Rate
Relative nee Strength

Options: Nu .
hadedarea mokafes recessmn

I
9 ,n .|

ll.ll I .| 111111 »

l l
I

» ll' ..1
1111 3*

|
.  ,  , . .

as TOT. RETURN 11/07
VL ARITH.
INDEX

3.0
31 .3

107.6

THIS
STOCK

7.5
za.2
62.1

1 yr.
3 yr.
5 yr.

c o

='s8,;<fQ€
;

,> <:I 1 ..|. 11 lllllll
6
4
2

Percent
shares
traded

| I In I | I ll I I II I II

III II! H
Vectren was formed on March 31, 2000
through the merger of Indiana Energy and
SIGCORP. The merger was consummated
with a tax-free exchange of shares and has
been accounted for as a pooling of interests.
Indiana Energy common stockholders
received one Vectren common share for
each share held. SIGCORP stockholders
exchanged each common share for 1.333
common shares of Vectren. Data prior to the
merger are pro forma.

1997 199B 1 9 9 9 2 0 0 0 2001 2002 2005 2006
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2.87

1.48

.95

26.84

2.88

117

.98

32.05

2.89

1 .GB

1.03

28.53

3.43

1.68

1.01

26.62

3.87

1.81

1.19

26.83

3.59

1,44

1,23

11.55

2,67

11.91

3.48

12.53

3.22

12.79

3.04

15.01

3.70

15.43

61.47 8142 67,70 68.01 76.19 7610

17.4

1.13

4.8%

20.3

104

4.7%

14.2

.7B

4.5%

15,1

.80

4.4%

18.9

1.02

4.5%

CAPITAL STRUCTURE as of 9/30/07
Total Debt$1732.8 milL Due in 5 Yrs $822.0 mill.
LT Debt $1208_3 mill. LT Interest $58.1 mill.

(LT interest earned: 3.6x)

Pension Assets-12/06 $185.0 mill. Oblig. $255.4

mm.

Pfd Stock None

Common Stock 76,517,056 she. as of 10131107
MARKET CAP: $2.2 billion (Mid Cap)

1037.4

90.8

1648,7

72.0

2170.0

73.1

1804.3

114.0

2028.0

136.8

2041.6

108.8

335% 32.2% 20.3%

71%

25.4%

4.6%

24.4%

1.4%

21.8%

s.a%

40.0%

58.4%

45.8%

53.0%

544%

45.5%

52.3%

47.7%

51.2%

48.8%

50.7%

493%

1215.8

13363

1380.6

1555.8

1863.1

1595.0

1B24.4

1648.1

2341.3

2251.9

2382.2

2385,5

8.6%

12.5%

12.5%

6.1%

9.6%

9.7%

5.5%

8.6%

8.5%

7.7%

13.1%

13.1%

7.2%

12.0%

12.0%

6.0%

93%

9.3%

IIH

ill
2008 © VALUE LINE PUB. INC2001

28.70

4.15

1.a5

1.27

3.85

16.80

80.80

Bold fig
Value
erin

2320

150

22.0%

4.0%

47.0%

53.0%

2565

2520

7.0%

11.0%

11.0%

2004
22.25

3.27

1.42

1.15

3.66

14.42

75,90

17.6

.93

4.6%

1689.8

108.0

265%

3.o%

481%

51.8%

2111.5

2156.2

6.4%

9.9%

9.9%

2003
21.00

3,17

156

1.11

3.12

14.18

75.80

14.8

.84

4.8%

15876

111.2

25.3%

45%

50.0%

50.0%

2144.7

2003.7

6.6%

10.4%

104%

30.25

4.45

1.95

1.31

Revenues perch

Cash Flow" per sh

Earnings perch A

Div'd Decl'd per sh BIT

37.40

5.15

2.05

1.43

3.65

17.50

Cap'I Spending per sh

Book Value per sh c

3.65

19.55

81.00 Common She 0utsl'g D 81.60

lies are
Line
ales

Avg Ann'IPIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.5

.95

4.8%

2450

160

Revenues($miII)
Net Profit ($milI)

3050

165

22.0%

4.0%

Income Tax Rate

AFUDC % to Net Profit

22.0%

3.0%

48.0%

52.0%

Long-Term Deb! Ratio

Common Equity Ratio

48.5%

51.5%

2725

2625

Total Capital ($milI)

Net Plant (sin)
3105

2795

7.0%

11.0%

11.0%

Recur on Total Cap'l

Return on Shi. Equity

Return on Com Equity E

7.0%

10.5%

10.5%

48%

63%

15%

85%

3%

96%

4.8%

63%

3.0%

71%

1.9%

81%

4.0%

66%

13%

86%

3.5%

69%

3.5%

67%

Retained to Com Eq

All Div'ds to Ne! Prof

3.0%

70%
l c sELECTR\C OPERATING STATIST

2004
+1 .5

23469
4.24

1507
1222
6 9 0
+2.e

% Charége Retail Sales (KWH)
Avg. in use. Use (MWHwH (¢)

Annual Load Factor (

Avg. lndust. Revs. per
Ca adtyatPeak(Mw
Pegkload,summeraw)

% Change Customers -end)

2005
+3.5

24074
4.64
1534
1291
66.8
+.5

2006
3.1

23582
4.99
1517
1300
74.0
+1.1

Gas, 80V. Fuel costs: elect., 37%; gas, 69%. Also provides energy-

related products and services and has an investment subsidiary.

Est'd plant age: electric, 10 years. '06 depress. rate: 3.7%. Has
1,975 employees. Chairman a. CEO: Niel C. Ellerbrook, President

Carl Chapman. Inc.; IN. Address: 20 Northwest 4th St., Evansville,

Indiana 47741. Tel.: B12-465-5300. Internet: www,veclren.com.

BUSINESS: Vectren is a holding company formed through the

merger of Indiana Energy and SIGCORP. Supplies electricity and

gas 10 an area nearly two-thirds of the state of Indiana. Owns gas

distribution assets in Ohio. Has a customer base of 1,136,000

200B Elect. (gas) revs: resit., 30/1 (67%), comer., 24% (27 /n), in-

dust., 32% (5%); other, 14% (1%). Revenue sources: Elect., 20%'

S e p t e m b e r ,  i n d i c a t i n g  i t  p l a n n e d  t o  r e -
ques t  a  $29 m i l l i on  h i ke f or  i t s  gas  d i s t r i -
but ion bus iness.  The increase is  needed to
recoup the cost of operat ing and expanding
t he  5 , 200 -m i l e  s y s t em  t ha t  s e rv es  a  17 -
county  area in wes t -cent ral  Ohio.  An order
here is  due late next  year.
E a r n i n g s  m a y  p o s t  a  r e c o r d  h i g h  i n
2007. E l e c t r i c  a n d  ga s  m a r g i n s  a r e  u p ,
and env i ronm en t a l  ou t l ay s are being
recovered on a t imely  bas is .  What 's  more,
a  ra t e  h i k e  i n  s ou t he rn  I nd i ana  w i l l  he l p
fourth-quarter  resul t s .  Too,  the ProLiance
subs idiary  is  benef i t ing f rom increased gas
s t o rage  c apac i t y .  Our  2007  earn i ngs  es -
t imate of  $1.85-a-share exc ludes expected
prof i ts  of  $0.12 a share f rom synfuel opera-
t ions, which have been classif ied as discon-
t inued.  Orders  on two outs tanding rate re-
q u e s t s  s u gge s t  f u r t h e r  i m p r o v e m e n t  i n
2008.  The s tock is  t imely
T h e  y i e l d  i s  a l m os t  a  f u l l  p e r c e n t a g e
p o i n t a b o v e  t h e i n d u s t r y n o r m .  A n d
d i v i dend  growt h  p ros pec t s  t o  2010 -2012
exceed those of  the group. Income-oriented
inves tors m i gh t c ons i de r  t hes e good-
qual i ty  shares .
A r t h u r  H Medalist December 28, 2 0 0 7

V ectr en 's  constr uct i on  budget  wi l l re -
qu i r e e x t e r n a l f i n a n c i n g t h r ou g h
2010. A  l a r ge  p o r t i o n  o f  t h e  o u t l a y s  i s
needed t o  c ompl y  w i t h  t he  U. S .  E nv i ron-
mental  Protec t ion Agency 's  requi rements .
VVC and A lcan A luminum,  jo in t  owners  in
the Warwick  coal - f i red s tat ion,  are spend-
i ng $300  m i l l i on  t o  reduc e  s u l f u r  d i ox i de
emiss ions  at  a l l  f our  uni t s  by  98% .  VVC's
s hare  o f  t he  c os t  wi l l  be  $70 m i l l i on .  The
company wi l l  also enhance the ef f ic iency of
ex i s t i ng s c rubbers  a t  t he  Cu l l ey  2  and  3
c oa l  bu rne rs  and  w i l l  upgrade  t he  i n f r a -
s t ruc ture,  A l l  told,  management  plans cap-
i t a l  s pend ing o f  $300 m i l l i on  annua l l y  f o r
the nex t  three years .  S ince internal ly  gen-
erated cash won' t  fu l ly  cover these cos ts ,
some ex ternal  f inanc ing wi l l  be needed to
close the gap.
T h e  c o m p a n y  h a s  a p p l i e d  f o r  h i g h e r
r a t e s i n  two j u r i sd i c t i on s . Las t  May ,  i t
f i l ed  f o r  i nc reas ed gas  bas e ra t es  o f  $41
mi l l i on  i n  i t s  nor t hern  I nd iana t er r i t o ry  t o
recover cos ts  of  mainta in ing and expand~
i n the 12,000~mile d is t r i bu t ion and
storage system.  An order on the pet i t ion is
expected in the second quarter of  2008.  In
O h i o ,  V V C  i s s u e d  a  p r e - f i l i n g  n o t i c e  i n

226..1 256262HxedCh eCon. (%)

Past
5 Yrs,

Past
lo Yrs.

Est'd '04-'06
to »1(J-'12

7.0%
4.5% 6.0%
4,5% 4.5%
4.0% 3.0%
4,5% 4.5%

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)
M a r .3 1  J u n .  3 0  S e p .  3 0  D e c ,  3 1

F u l l
Year

2004

2005

2006

2007

2008

513.4

713.8

609.1

682.9

740

254.4
310.8

340.5

38144
420

278.7

326.2

317.5

421 .7

420

645.3

677.2

774.5

834.0

870

16898

2028.0

2041.6

2320

2450

Cal-
endar

EARNINGS PER SHARE A
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2004

2005

2006

2007

2008

.53

.67

.46

.54

.65

.13

,22

.16

.22

.20

.72

.74

.76

.88

.90

.04

.18

.OB

.21

.20

1.42

1.81

1.44

1.85

1.95

Cal-
endar

QUARTERLY DIVIDENDS PAID 8't
Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2003

2004

2005

2006

2007

.285

.295

.305

.315

.325

.275

.285

.295

.305

.315

.275

.2B5

.295

.305

.315

.275
.285

.295

.305

.315

1.11
1.15
1.19
1.23

early March, early June, early September, and
early December. lDiv'd reinvest. plan avail.
t Shareholder invest. plan avail. (C) Incl. ln-
tang in '06, $5.27lsh. (D) In millions. (E) Elec

A
100

30
75

Company's Financial Strength
Slack's Price Stability
Price Growth Persistence
Earnings Predictability

trio rate base determination: fair value. Rate al-
lowed on elect. common equity in '95: 12.25%.
Earned on avg. com. eq `06: 94%. Regulatory
Climate:Above Average,

Target Price Range
z010 2012

6 4

4 8
4 0
3 2

2 4
2 0
1 6

1 2

8

G

III III Illln 1IIII1l

"0-12

(A)  Dilu ted EPS. Next earn ings repor t due la te
Jan. End. nonrecur . gain ( losses) : '00, B¢, '01,
(13¢) , '03, (6¢) , incL charges for  merger  costs:
'00, 60¢, '01, 17¢, (B)  Div'ds histor ically paid in
e 2097, Value Line Publisher, Inc. All rights resewed. Factual material is obtained from sources believed m be reliable and is provided without warranties al any kind.
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Tllis publication is strictly lot subscriber's own, non-commercial, internal use, No pan
al it may be reproduced, resold. stored or transmitted in any printed, electronic or other lord, or used lot generating or marketing any printed or electronic publication, service or product.i
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a n d  t o  r e c o v e r  o n g o i n g
T h er e g u l a t o r y  m a t t e r s  a r e

.  I n  N o r t h  D a k o t a
U t i l i t y  I S

i t s  a l l n w c  r e -

o f f e r s  a  y i e l d  t h a t  i s  f r a c -
t l o n a l l y  a b o v e  t h e  ° ' ° " 9 °  f o r  t h e
e l e c t r i c o r a l - r e t u r n
p o t e n t i a l  t o

c o s t  o f  a  s e t t l e m e n t
d e d u c t i b i l i t y  o f  c o m p a n y -

X c e l  w a s  t r e a t i n g
b u t

c o m  a n y  i n t e n d s
i n  f f x a s  t h i s

t h e  k e y  f a c t o r s .  O u r  e s t i m a t e  i s  a t  t h e
m i d i n f  o f  X c e I ' s  t a r g e t e d  r a n g e  o f  S l .
5 1 . 5 % ° .  s h a r e .
F r e q u e n t  r a t e  c a s e s  a r e  n e c e s s a r y  f o r
X c e l  t o  p l a c e  i t s  c a p i t a l  s p e n d i n g  i n t o
t h e  r a t e  b a s e
I n c r e a s e s  i n  o p e r a t i n g  e x p e n s e s .
c o m p a n y  h a s  h a d  m a j o r  c a p i t a l  p r o j e c t s  i n
M i n n e s o t a  a n d  C o l o r a d o .  T h e '
e a r n i n g  o r  n e a r l y  e a r n i n g
t u r n  o n  e q u i t y  i n  m o s t  o  i t s  j u r i s d i c t i o n s .
b u t  t h e  r e t u r n s  o f  S P S  i n  T e x a s  a n d  N e w
M e x i c o  a r e  s t i l l  a  s o r e  s p o t .
T h i s  s t o c k

u t i l i t y  i n d u s t r y
2 0 1 0 - 2 0 1 2  i s  o n l y  a b o u t  a v e r -

a  e  f o r  a  u t i l i t y .  h o w e v e r .
1 - 1 ¢  S E C  o r d e r e d  X c e l  t o  r e c l a s s i f y  t h e

w i t h  t h e  I R S  c o n -
c e r n i n g  t h e
o w n e d  l i f e  i n s u r a n c e .
t h i s  c h a r g e  a s  a  d i s c o n t i n u e d  i t e m .
h a d  t n  s  i t  i t  t o  o n g o i n g  r e s u l t s .  T h i s
l o w e r e d  2 0 0 7 s h a r e  r e l  b y $ 0 . 0 8 .  W e  a r e
i n e l u d i n  t h i s i n o u r  p r e s e n t a t i o n .
P a u l  E . .  b a s ,  C F A F e b r u a r y  8 .  2 0 0 1 8

X c e l  E n e r g y  h a s  r e c e i v e d  a  r a t e  o r d e r
i n  W i s c o n s i n .  T h e  e l e c t r i c  a n d  a s  t a r i f f s
o f  N o r t h e r n  S t a t e s  P o w e r  ( n § p >  w e r e
r a i s e d  H g  $ 3 9 . 4  m i l l i o n  ( 8 . 1 % )  a n d  $ 5 . 3
m i l l i o n  (  . 3 % ) ,  b a s e d  o n  a  r e t u r n  o f  1 0 . 7 5 %
o n  a  c o m m o n - e q u i t y  r a t i o  o f  5 2 . 5 % .  N e w
r a t e s  w e n t  i n t o  e f f e c t  o n  J a n u a r y  9 t h .
S e v e r a l  o t h e r

n d l n g  o r  u p c o n d n g .
g o ?  f i l e d  f o r  a n  e l e c t r i c  r a t e  h i k e  o f  $ 2 0 . 5
m i l l i o n  ( l 4 % )  b a s e d  o n  a  r e t u r n  o f  1 1 . 5 %
o n  a  c o m m o n - e q u i t y  r a t i o  o f  5 l . 7 7 % .  A n
i n t e r i m  r a t e  i n c r e a s e  o f  $ 1 7 . 2  m i l l i o n  t o o k
e f f e c t  o n  F e b r u a r y  5 t h .  a n d  a  f i n a l  o r d e r  i s
e x p e c t e d  t h i s  f a l l .  T h e  u t i l i t y  a n d  t h e  c o m -
m i s s l o n ' s  s t a f f  h a v e  a g r e e d  o n  a n  a l l o w e d
R O E  o f  l 0 . 7 5 % ,  s u b j e c t  t o  c o m m i s s i o n  = g

r i v a l .  I n  N e w  M e x i c o .  S o u t h w e s t e r n  P u
p l c  S e r v i c e  ( S P S )  i s  s e e k i n g  a  $ 1 7 . 3  m i l l i o n
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r e t u r n  o f  l l %  o n  a  c o m m o n  e q u i t y  r a t i o  o f
5 1 . 2 % .  A n  o r d e r  I s  d u e  t h i s  s u m m e r .  T h e

t o  f i l e  e l e c t r i c  r a t e  c a s e s
s p r i n g .  a n d  i n  C o l o r a d o  a n d

M i n n e s o t a  t h i s  f a l l .
W e  e x p e c t  h i  h e r  e a r n i n g s  I n  2 0 0 8 .
R a t e  r e l i e f  a . . §  a n  i n c r e a s e  i n  t h e  A l -
l o w a n c e  f o r  F u n d s  U s e d  D u r i n g  C o n s t r u c -
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( L T  i n f e s t  e a r n e d :  1 . 6 x )

P s n s l o n  A s n t s - 1 2 l l I ¢  $ 1 7 6  m i l .  0 W 9 ~  $ 2 1 8  n u .
P M  S t u d y  N o n e

C o m m o n  s u d : 8 5 , 3 3 8 , 4 2 0  s h $ »  a s  a 1 0 / 3 1 1 0 7
\ I A n < s r  C A P :  $ 1 . 1  u n i o n  w e  C a p )

sLsc1n|c opsnAmasrAnsncs

as mises
' . , ° 8 » . . w : " '
~='~=:&.#=~ (ii

'~**~°~""2~
nnnnlurau
suumeomumas

z o o m
+ s . 2

3 2 9 8
6 . 5 0

2 2 7 5
2 4 s a
$ 4 . 6
+ 2 . 1

2 0 0 5
* 3 . 9

3 4 2 1
6 . 6 0

2 5 6 7
2 7 9 2
$ 3 . 9
+ 2 5

z o o s
+ 3 . 7

3 4 3 1
6 . 6 0

2 6 9 6
2 9 1 3
6 4 . 0
+ 1 . 8

M t 3 1 1 5 71 3 0FM om
P i n !

l a  Y r s
5 . 0 %
1 . 0 %

- 3 . 0 %

v a n  E ¢ t ' 4  U W M
5 y I $ . w '1 l - '1 2

1 . s v 4 . 0 %
3 . 5 % 3 . 0 %
1 . 5 % 4 . 0 %
N M F 7 . 0 %
9 . 5 % 4 . 0 %

A N N U A L  R A T 5 S

d  d - w e  w e 9 : 1
R e w n u o s
" c w  F l o w "

€ @ v ' ° 9 s
Duvwdends
B o o k  V a l u e 3 2 . 5 %

c a s -
w d a f

oluulsnlvaewalussqsnm
11r.31 Jun.30 $99.30 008:1

Full
Ynr

2oo4
m s
zoos
2001
zaoa

3 3 5 3

3 4 9 . 3

3 7 5 . 6

3 9 8 2

4 1 5

2 9 0 1

3 0 0 6

3 1 8 . 4

3 2 9 8

3 6 0

2 7 0 . 1 . .

2 6 0 . 9 . .

3 0 5 . 0
3 1 7 . 8 .

a n s

a n s

3 1 8 7

3 1 7 . 9

3 3 4 . 2

3 5 0

1 1 6 9 . 0

1 2 2 9 . 5

1 3 1 6 . 9

n e o

1 4 1 0

Cll-
ondat

uwumwnm
H831 J\1\.30 809.30 Dec.31

Full
You

2oo4

zoos

2006

2001

2008

.OB

. a s

. 3 2

. 4 1

. a s

. 4 9

. 1 3

. 6 6

. 7 5

. 1 8

d . 1 1

. 5 2

. 1 4

. Z s . 4 0

. 3 7

. 2 1

. 2 8

. 3 3

. a s

1 . 3 1

1 . 3 0

1 . 8 5

1 . w

1 . 7 5

C a l -

c n d a r |

e u a x n n l v  B N D E N D S  P A I D  I  ° 1
1 1 a f . 3 1  J u n . 3 0 3 0  D \ c . 3 1

Full
Ynr

2004
2005
m e
2007
2000

. 1 6

. 1 9

. 2 1

. 2 2 5

. 1 6

. 1 9

2 1

2 2 5

, i s

. 1 9

2 1

. 2 2 5

. 1 6

. 1 9

2 1

. 2 2 5

. 6 4

. 7 6

. BE

. 9 0

38.5°/» &9% 1 1 . 0 % 4 . 3 %

39'/»
1 1 .2 %

2 2 %

w s
so.

4 . 6 %

4 5 %

4 . 1 %

4 8 %

3 . 2 %

5 7 %

8 . 1 %

4 3 %

3 . 5 %

5 6 %

a c
55%

Rltaln¢dtocam£q
AllDiv'll8t0ndpllll

w s
was

c o a l ,  8 1 % :  g a s .  6 % :  p u l d l a s e d  p o w e r ,  1 3 % .  F a d :  4 6 %  a l  d e m i t

r e v e n u e s ,  l a b o r  c o a t s ;  9 % .  ' 0 6  d e p r e d a t i o n  l a t e :  3 . 1 % .  E s t l m a w e d

p l a n t  a g e :  1 0  y e a r s .  H a s  1 , 2 6 0  e m p l o y e e s .  C h a i r m a n .  P v e a l d e r e ,

a n a c e c x a a n m s . p a g n a m l L » m : A z A n ¢ l m ¢ o n ¢ s a u u »
m u m  A v e .  S u i t s  1 8 2 0 .  T u c s o n .  A Z  8 5 7 0 1 .  T a . :  5 2 0 - 8 8 4 4 6 5 0 .  I n -

n e w e r . u n i a o u 1 a e 1 a g y . e o m .

B U S I N E S S :  U n i S o u w e  E n e r g y  C o u p . ,  p a l e s !  a l  T u c s o n  E l e c t r i c

F \ 1 w e f  c 0 m p a n y . $ u p p l i e $ d e c l l 1 d ! y i 1 l  T l | G 0 0 . A | i 2 o n a a n d \ h ¢
s u u u u n d .  a l e s  ( a e a v .  a r e a s  1 . 1 5 5  s q .  m i l e s ) .  N n n u t i l l t y  s u b s i d i a r i e s

e l l g a g o i n p l i l \ t e 0 n s 1 l \ l d i 0 n . f u d x \ l p p l y . a n d l d a i e d b u i i l 1 e a s e s .

R e n a m e  s o u r c e s :  v e d d e n t i a l ,  4 4 % ,  e u u u n e l d a l .  2 6 % .  i n d u s u i d .

2 1 % .  c h e f .  9 % .  C o p p e r  m i n i n g  i s  l a s g e s i  m d u s M y  s a w e d .  Z e i s s

U n i S o u r c e  s e e k s  h i g h e r  r a t e s .  A  1 9 9 9
a g r e e m e n t  f r o z e  e l e c t r i c  r a t e s  t h r o u g h  t h e
e n d  o f  2 0 0 8 .  A s  r e q u i r e d  b y  r e g t  a t o m s ,
U N S  f i l e d  f o r  n e w  r a t e s  t h a t  w o u l d  t a k e
e f f e c t  i n  J a n u a r y ,  2 0 0 9 .  I t  r e c o m m e n d e d
t h a t  t h e  c o m m i s s i o n  u s e  o n e  o f  t h r e e
m e t h o d s  i n  s e t t i n g  n e w  t a r i f f s .  I n  a l l  t h r e e
c a s e s ,  t r a n s m i s s i o n  a n d  d i s t r i b u t i o n  r a t e s
a r e  b a s e d  o n  h i s t o r i c  c o s t - b a s e d  c a l c u l a -
t i o n s .  B u t  r a t e s  f o r  g e n e r a t e d  p o w e r  a r e

e a c h  a p p r o a c h . E a r n i n j g s s h o u l d
P l a n n e a n d

s i n c e  1 9 9 6 .  i t  s t i l l
o f  t o t a l  c a p i t a l .

r e d u c t i o n s

T h a t ,  i n  t u r n ,  k e e p s  p r e s s u r e  o n  f i x e d
c h a r g e s .  w h i c h  h a v e  b e e n  b a r e l y  e a r n e d
s i n c e  1 9 9 7 .  T o o ,  t h o u g h  a  l a r g e  p e r c e n t a g e
o f  p r o f i t s  a r e  b e i n g  p l o w e d  b a c k  i n t o
r e t a i n e d  e a r n i n g s ,  t h i s  a c c o u n t  s t i l l  h a d  a
n e g a t i v e  b a l a n c e  l a s t  S e f p i t e m b e r ,  3 0 t h .  F i -
n a  L y ,  U N S  i s  h a v i n g  d l c u l t s  e a r n i n g .  i t s
a l l o w e d  r e t u r n  o n  e q u i t y  I n  v i e w  o f  t  e s c
n e g a t i v e s ,  w e  r a t e  t h e  c o m p a n y ' s  F i n a n -
c i a  S t r e n g t h  a  b e l o w - a v c r a g c  C + + .

i m p r o v e i n 2 0 0 8 .
u n p l a n n e d  p l a n t  o u t es ,

w h i c h  t o o k  a  t o l l  i n  l a s t  y e a r ' s  E s t
q u a r t e r .  a r e  b e h i n d  t h e  c o m p a n y  U N S
s h o u l d  a l s o  b e n e f i t  f r o m  a n  o r d e r  o n  a  f i l -
i n g  f o r  $ 9  m i l l i o n  i n  h i g h e r  p o s t e d  g a s
t a r i f f s .  I n  a l l ,  w e  t h i n k  2 0 0 8  e a r n i n g s  w i l l
r i s e  9 %  o v e r  l a s t  y e a r ' s  e s t i m a t e d  $ 1 . 6 0  a
s h a r e .  A n  o r d e r  o n  t h e  a f o r e m e n t i o n e d
e l e c t r i c  r a t e  f i l i n g  s u g g e s t s  a  f u r t h e r  g a i n
n e x t  y e a r .  T h e  s t o c k  i s  u n t i m e l y
T h e s e  s h a r e s  o f f e r  a n  e v e n  b a l a n c e  o f
p l u s e s  a n d  m i n u s e s .  A b o v e - a v e r a g e  d i v i -
d e n d  g r o w t h  p r o s p e c t s  t o  2 0 1 0 - 2 0 1 2  m i  h t
i n t e r e s t  i n c o m e - o r i e n t e d i n v e s t o r s . i
t h o s e  o f  a  c o n s e r v a t i v e  b e n t  m a y  h e s i t a t e
b e c a u s e  o f  t h e  c o m p a n y ' s  w e a k  f i n a n c e s .
A r t h u r  H  M e d a l i e F e b r u a r y  6 2  2 0 0 8

f i g u r e d  d i f f e r e n t l y  u n d e r
i n  t h e  f i r s t  i n s t a n c e ,  c h a r g e s  w o u l d  b e
b a s e d  o n  w h o l e s a l e  m a r k e t  p r i c e s .  A n  a l -
t e r n a t i v e  t i e s  r a t e s  t o  h i s t o r i c  c o s t s .  s u b -
j e c t  t o  a  s e p a r a t e  c h a r g e .  E i t h e r  p r o c e d u r e
w o u l d  r a i s e  a n n u a l  r a t e s  b y  a b o u t  2 2 % .  A
t h i r d  o p t i o n  b l e n d s  t h e  f i r s t  t w o  a n d  r e -
s u l t s  i n  l e s s e r  r a t e s .  A l l  p r o p o s a l s  r e w a r d
c u s t o m e r s  f o r  e n e r g y  c o n s e r v a t i o n .  A n  o r -
d e r  o n  t h e  a p p l i c a t i o n  w i l l  t a k e  e f f e c t  J a n -
u a r y  l ,  2 0 0 9 .
Financial indicators will remain weak
for a while. Though long-term debt has
been reduced steadily
accounts for about 0%
W h a t ' s  m o r e .  m e a n i n g f u l a r e
u n l i k e l y  f o r  a  w h i l e  b e c a u s e  o f  t h e  n e e d  t o
f i n a n c e  t h e  c a p i t a l  s p e n d i n g  p r o g r a m .

a v a i l .
i n  e a s y  M a r . .  J u n e .

t
(  ) I n d .  p r a n g .
c a d i u s l a d  f o r

8°""'i.'}8°'°"°°'8.m. plan
Sh a r u h o l d e f  i n v c s L  Da n  a v d p .
I n  0 6 :  $ 6 . 3 8 l s h .  ( D )  I n min ions .

C + +

9 0
9 0
4 0

s p l i t . ( E )  Ra t e  b a s e :  f a r T  v a l u e .  Ra t e  f l o we d  a l
c o m .  a s .  i n  ' 9 4 :  1 1 . 0 % .  n a m e d  o n  a v g .  c o m .
e t . .  ' 0 6 .  1 0 . 3  A.  Re g u l a t o r y  Cl i ma t e :  Av g .

c Fin coal sums"-
Stoc 's Jo srfuazy
Mu Gcwllh Puslstuloa
Emmi s FmildlllillfY

18_9
12 . 3

Target Price Range
2010 2012
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50
40
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1 5

1 0

- 7 . 5

' l l » I I I I I I I
m
III

-l0-12

( A )  E P S  d i l u t e d .  N e x t  e a r n i n g s  r e p o r t  d u e  l a t e
F e b . E x c l . n o n r e c u r . a i ms ( l o s s e s ) : ' 9 1 ,

,  ' 9 2 ,  1 8 ¢ , ' 9 8 ,  1 9 ¢ ,  ' 9 9 ,
1 . s 5 ;  ' 0 0 ,  4 8 ¢ :  ' 0 3 ,  $ 2 0 0 .
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ScaftrWeALLETE INC.
11:54 ETv-0.35 Vol. 46,300ALE

(NYSE)

37.85 (-0.94°0)

Zacks.corn

Zacks.com Quotes and Research

ALLETE is a multi-services company. ALLETE's holdings include the one of the largest wholesale automobile
auction networks in North America, a provider of independent auto dealer inventory tlnancing, one of the largest
investor-owned water utilities in Florida and North Carolina, significant real estate holdings in Florida and a low-cost
electric utility that serves some of the largest industrial customers in the United States. (Company Press Release)

General  in format ion
ALLETE INC
30 West Superior Street
Duluth, MN 55802-2093
Phone: 218 279-5000
Fax: ..
Web: www.aIlete.com
Email: tthorp@allete.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

1 . ZACKS
wwsfrr 432x944 Ti~4£ go; C213

DIVERSIFIED OPS
Multi-Sector
Conglomerates

December
12/31 /07
02/15/2008

18
37,40

51 .30
37.04

1 .17

193,200.91

52.67

:in [FILE J 3 O-Dey C Los ins Pr Sees 42. o
4 1 . 5
4 1 . O

Page 1 of 2

I
12-u-oi 01-16-08

% Price Change

4 Week

12 Week

YTD

-6.27

-15.99

. 5 5 1

% Price Change Relative to $8-P 500

4 Week

12 Week

YTD

-0.82

~7.26

1 .02

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

30.82 Dividend Yield

Annual Dividend

1 ,152.74 Payout Ratio

15.00 Change in Payout Ratio

09/21/2004 Last Dividend Payout / Amount

4.39%

$1 .64

0.00

0.00
11!13/2007 / $041

EPS in format ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.89

3.00

5.00

02/15/2008

Consensus Recommendations

Current (1=S1rong Buy, 5=S1rong Set\)

30 Days Ago

60 Days Ago

90 Days Ago

1.60

1.60

1.60

1.00

EPS Growth Sales Growth

Fundamental Rat ios

P/E

Current FY Estimate;

Trailing 12 Months;

PEG Ratio

13.33 vs. Previous year

11.95 vs. Previous Quarter

2.67

-26.58% vs. Previous Year

-27,50% vs. Previous Quarter:

0.85%
-1008%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=ALE 1/17/2008



Zacks.com Page 2 of 2

1 .58 09/30/07

9. 02 06/30!07

_ 03/31 Io?

5.55
5.13

Quick Ratio

Price/Book

Price/Cash Flow

Price ! Sales

Current Ratio

09/30!07

06/30/07

G3/31/07

- 09!30/07

2.06 06?30/97

2.35 03i31/07

10.69

11,37

Net Margin Pre-Tax Margin

09/30/07

06/30/07

G3/31/07

- 09/3G/07

16.86 06/30/07

17.81 03j31 /07

23.60

23.37

Inventory Turnover Debt-to-Equity

09/3(yg7

06/30107

0381 f'07

- 09/30/07

7.25 06/30/07

7.20 03i31!07

- 09/30/07

12.67 06/30/07

13.83 03/31/07

Operating Margin

.. 09/'30/07

1.69 06/30/07

1.99 03/31/07

Book Value

_ 09/30/07

16,66 06/30/07

17.81 03/31/07

Debt to Captial

_ 09/30/07

0.56 06/30/07

0.57 03/31/07

36.59

36.95

http;//www.zacks.com/research/print.php?type=report&t=ALE 1/17/2008
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ALLIANT ENERGY CP (nose)

LNT 36.88 v -0.02 Vol. 276425 12:25 ET

l la II
I I n -

Zacks.com

pravaa Ratings,Besemn8~¥¥e¢afarr1endarisns
Zacks.com Quotes and Research

Industry
Sector:

General information
ALLIANT ENGY CP
4902 N. Biltmore Lane
Madison, WI 53718
Phone; 608458-3311
Fax: 608-259-7269
Web: www.allianter\efgy.com
Email: shareownerservices@ alliantenergy.com

Alliant Energy Corp. is a growing energy-services provider with operations both domestically and internationally.
Alliant Energy provides electric, natural gas, water and steam services to customers worldwide. Alliant Energy
Resources, Inc., the home of the company's non-regulated businesses, has operations and investments throughout
the United States as well as in Australia, Brazil, China, Mexico and New Zealand. (Company Press Release)

Fiscal Year End December
Last Reported Quarter 12i31/07
Next EPS Date 05/09/2008

Price and Volume lnfsrmation

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

Zm wwnvwwwwvuw £02989 8"i*vZ$1?81" is El# $12838

ZAC KS

UTIL-ELEC PWR
Utilities

Le
3690

46,53
34,95

0.83

729,997.63
42.56

111-11-08

: .He IILIITJ 80-Dag Closing Prices 3
»-~_..~m . . . . .

*<.;`

4, '\

02-08-08'

14390

842.0

1-41.4

I4o.a

189.o

Iss.u

Is7.o

Iss.o

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

41.30

40.13

-9.31

% Price Change Relative to$&P 500

4 Week

12 Week

YTD

-6.65

-1.53

0.02

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

110.82 Dividend Yield

Annual Dividend

4,070.66 Payout Ratio

3.09 Change in Payout Ratio

N/A Last Dividend Payout ! Amount

3.79%
$1 .40

0.50

-0.04
01/29/2008 / $0.35

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.65

2.68

6.00

05!09/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.33

2.33

2.33

2.00

Sales Growth

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

13.77 vs. Previous Year

14.41 vs. Previous Quarter

2.29

-3.51 % vs. Previous Year

-47.62% vs. Previous Quarter:

3.84%

-3.71 %

Price Ratios

Price!Book

ROE ROA

1.64 12/31/07 11,37 12/31/07 4.22

http://www.zacks.com/research/print.php?type=report&t=LNT

8.

2/11/2008



Zacks.co1n Page 2 of 2

Price/Cash Flow
Price ! Sales

8.68 09/30/07

1 .18 06/30/07

11.45 09/30!07
10.37 06i3(}/07

4.26

3.84

Current Ratio Quick Ratio Operating Margin
12/31 /07

09!30!07

06!30!U7

- 12X3 'i i07
1 .13 09f30/07

0.81 06!30/07

.. 12/3V07

0.84 09!'30!07

0.61 86/30!07

8.34

8.59
779

Net Margin Pre-Tax Margin Book Value
12131 /07

09/30/07

oexa0/o7

12/31/07

20.28 09!30/07

19.09 06/30/07

- 12/31/07

20,28 09/30/07

19.09 06/30/07

22.44

21 .95

Inventory Turnover Debt-to-Equity Debt to Captial
12/31/07
09/30107

06/30./07

.. 12/31/07

8.50 09/30/07

10.44 0930/07

- 12/31 m7
0.63 09/30!07

0.52 06/30!07
36.71
32.19

http1//www.zacks.com/research/print.php ?type=report&t=LNT 2/11/2008



swfmwAMEREN CP (NYSE)

AEE 49.05 v -1 .50 32'19 ETVol. 1 331,490(-2.97%)

Zacks.com

Zacks.com Quotes and Research

Amener Corporation companies provide energy services customers in Missouri and Illinois. AmerenUE, one of its
subsidiaries, is the one of the largest electric utilities in Missouri and distributors of natural gas. AmerenClPS,
another subsidiary, is both an electric and natural gas utility and serves one of the largest geographic areas of
Illinois-based utility companies. (Company Press Release)

Genera! information
AMEF£EN CORP
1901 Château Avenue
St. Louis, MO 63103
Phone: 314 621 -3222
Fax: 314 621 -2888
Web: www.ameren.com
Email: irlvest@ameren.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

Beta

H pp NO {*r*'9C}§€8 948' #>§2<»s

December
12/31 /07
02/14/2008

UTIL~ELEC PWR
Utilities

42%
50.56

55.00
47,10

0.68
1,027,967.31

54

[REE J 88-DeV CLos in Pr ins
a

as. n

53.o
$2 s
so.

5395

s1.s
so. n
50.5

5410
54.$

Page 1 of 2

12- 17-07 01-16-08

% Price Change
4 Week

v, Price Change Relative to ss.p s00

4 Week

12 Week 12 Week

YTD

-5.83

-371

-673 YTD

~0.36

629
026

208.01

Dividend information

Dividend Yield

Annual Dividend

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

10,516,94 Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

5.02%

$2.54
0.00

000
12/03/2007 I $063Last Split Date

4.36

N/A

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

0.55

3.29

6.20

02!14/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.00

3.00

3.00

3.00

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

EPS GrowthP/E

Current FY Estimate: vs. Previous Year

Sales Growth

VS, Previous Year

Trailing 12 Months:

PEG Ratio

14.17

16.47

2.29

vs. Previous Quarter

-4.23%

97.10% vs. Previous Quarter:

4.55%

15.90%

ROE ROAPrice Ratios

Price/Book 1 .as 09/30/07 09/30/07

http://www.zacks.com/research/print.php'?type=report&t=AEE
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v

o

1/17/2008



Zacks.com Page 2 of 2

Price/Cash Flow

Price .»' Sales
7.98 05/30/07

.. 03/:aw07

3.18

3.30

Current Ratio Quick Ratio

09!30107

06!30!07

03131/07

- 09;30,f07

0.93 06g30!07

0.91 03431/07

8.65

8.91

Net Margin Pre-Tax Margin

09!30/G7

06/30/G7

03/31/07

- 09/30!07

12.18 05/30/07

13.48 03f31/07

32.54

31.97

Inventory Turnover Debt-to-Equity

09/30i07

06/30!07

o3/81 !07

.. 09/80407

5.39 06/30/'07

5.31 03/3ww7

9.60 06/30!07

9.85 03/31!07

Operating Margin

_- 09!30!07

0.63 06/30/07

0.69 03/31/07

Book Value

- 09/30/07

12.18 06/30/07

13,48 03/31/07

Debt to Captial

_ 09/30/07

0.81 06/30107

0.83 03./31907

45.83

45.52

http://www.zacks.com/research/print.php'?type=repo1*r&t=AEE 1/17/2008



SrzoffradeAMER ELECTRIC pow CO(NYSE)
12:30 ET* 0.2448.40AEP Vol. 1,978,880(0.58%)

Zacks.com

Zacks.com Quotes and Research

American Electric Power is a public utility holding company which owns,directly or indirectly, all of the outstanding
common stock of its domesticelectric utility subsidiaries and varying percentages of other subsidiaries. Substantially
all of the operating revenues of AEP and its subsidiaries are derived from the furnishing of electric service. The
Company's operations are divided into three business segments: Wholesale, Energy Delivery and Other.

General information
AMER ELEC PWR
1 Riverside Plaza
Columbus, OH 43215
Phone: 614 716-1000
Fax: 614 223~1823
Web: www.aep.com
Email: jsloat@aep.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

ivvven Ratings, Research ii Reswtrmendaiisns
;?<z1.f£$;'¥¢4%£?4'r 3383848634
ZAC KS

December
12/81 /07
04/24/2008

UTIL-ELEC PWR
Utilities

419;
43.16
51 .24

40,68

0.88
3,815,779,25

49.6
. o1;n-os

8

[RED] $0-D~:9 Closing Prices

..
.\/*

?7
1

"'*~,

47.  o
4a . o

s 0 . v

43¢ o
4 4 . 0
i s .  0

42 . o
41 . a

4 9 . o

4 6 . 0

Page 1 of 2

°/> Price Change
4 Week

12 Week

YTD

-10.01

-7.00

-7.30

% Price Change Relative to S&P 500
4 Week

12Week

YTD

-5.29
1 ,so

2.24

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

Dividend Yield

Annual Dividend

17,264.26 Payout Ratio

1.24 Change in Payout Ratio

N/A Last Dividend Payout / Amount

400.01 3.80%
$1 .et

0.55

-0.02
02/06/2008 / $0.41

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.72

3.18

5.40

04/24/2008

Consensus Recommendations
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.45

2.42

2.42

2.42

Fundamental Ratios

P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

13.56 vs. Previous Year

14.39 vs. Previous Quarter

2.51

Sales Growth

36.84% vs. Previous Year

-55.17% vs. Previous Quarter:

10.00%

.13.16%

ROE ROAPrice Ratios

Price/Book 1 .74 12/81/07 12,36 12/31/07 3.09

http://www.zacks.com/research/print.php?type=report&t=AEP 2/11/2008
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Price/Cash Flow

Price I Swiss

6.67 09/3()/07

1 .29 06/30/07

11.85 09/30/07

11.23 06130/07

2.95

2.83

CurrentRatio Quick Ratkv Operating Margin

12/31!07

U9!30!07

06,»'30!07

- 12!31/07

0.53 09i30/07

0.56 06;30.,-'07

- 12/31 /07

0 .33 09/300'7

0.38 06/'80/07

8.95

8.71

8.30

Net Margin Pre-Tax Margin Book Value

1281/07

09/30/07

06/30/07

, 12/'31/07

12.53 09/30/07

11 .06 06//30/07

. 12/31/07

12,53 09/30/07

11 .06 06/30/07

24.82

24.22

Inventory Turnover Debt-to-Equity Debt to Captia!

12/31 /07

09/30/07

06/30/07

. 12/31 /07

8.01 09/30/07

7.15 05/30/07

-- 12/31/07

1 ,40 09/30!07

'f .35 08!30!07

58.17

57.51

http://www.zacks.com/research/print.php?type=repo1t&t=AEP 2/11/2008



SwffradeCH ENERGY GRP HLDG
12~15 ETVol. 32,808

(NYSE)

v -9_9338.59CHI (4.38%)

Zacks.com

Zacks.com Quotes and Research

CENTRAL HUDSON GAS & ELECTRIC generates, purchases and distributes electricity and purchases and
distributes gas. The Company, in the opinion of its general counsel, has, with minor exceptions, valid franchises,
unlimited in duration, to serve a territory extending about 85 miles along the Hudson River and about 25 to 40 miles
east and west from such River. The southern end of the territory is about 25 miles north of New York City, and the
northern end is about 10 miles south of the City of Albany.

General information
CH ENERGY GAP
284 South Avenue
Poughkeepsie, NY 12601 -4879
Phone: 845 452-2000
Fax: 914 486-5415
Web: www.chenergygroup.com
Email customerservices@cenhud.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

'

V
9

84
\  84
A ZACKS

zwezzzwza* ?"9% Yi4i5 9553 we;

U T I L - ELEC  PW R
Ut i l i t ies

December
12/31 /07
02i12/2008

Airs
3 9 . 0 2

5 3 . 0 0
38 . 87

0 . 77

94 , 920 . 00
N / A

[CMG] 30~Dw Closing Prices

l)l~\6-08

4s.o

4790
46 s

44.0

42. o
42. o

40.0
41.0

$9.0

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-10.57

-15.12

-12.39

% Price Change Relative to S8¢P 500
4 Week

12 Week

YTD

-5.37

-6.30

-6,18

15.76

615.03

Share Information
Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Sprit Date

16.83

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout /Amount

5.54%

$2.16

0.00

0.00

01!08/2008 / $0.54

N/A

2.60

3.00

3.00

0.00

0.00

EPS in format ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date 02/12/2008

Consensus Recommerxctatiorfs

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental !  Ratios

EPS Growth

vs. Previous Year

vs. Previous Quarter

-61.43%
48.18%

Sales Growth

vs. Previous Year

vs. Previous Quarler:

8.46%

-4.01 %15.07

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.corn/research/print.php?type=report8ct=CI-IG

n

1/17/2008
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Price/Book

Price/Cash Flow

Price ,»' Sales

1 .16 09/30/07

7.80 06/30/07

_ 03/31/07

- 09/30/07

7,84 06!3(}/07

9. 18 03131 ro?

2.77

3.30

Current Ratio Quick Ratio Operating Margin

0980/07

06/30/07

03/31/07

.. 09!30!07

1 .75 06,'30!07

1 .64 03;'31/07

. 09/30!G7

1 .51 06;30/07

1 .45 03/'31 /07

3.74

4,42

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

- 09/30/07

5.70 OG/30/07

8.65 03/31/07

- 09/30/07

5.70 06/30/07

6.65 03/31/07

33.51

83.22

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/07

06/30107

03/3110)

.. 09f30/07

26.17 06/30/07

26.75 03/31/07

. 09130!07

0.76 06130/07

0.71 93;31 /07

42.47

41 .55

http://www.zacks.com/research/print.php?type=repolt&t=CHG 1/17/2008



Scarflade*CENTRAL VT PUB SVC (ness)
Vol. 36 900 12121 ETv »0.4ll28.76CV (4.41%)

Zacks.com

Zacks.com Quotes and Research

General information
CENTRAL VT PS
77 Grove Street
Rutland, VT 05701
Phone: 802 778-2711
Fax: 802 773-1775
Web: www.cvps.com
Email: eryan@cvps.corra

Central Vermont Public Service Corporation is engaged in the purchase, production, transmission, distribution and
sale of electricity.

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

Zacks Rank

Beta

44/
;

7 "4 9429-;'l" 99 T148 3383} 48
ZACKS

December
12/31 /07

UTIL-ELEC PWR
Utilities

29.17

41 .05

22.68

1 .30

47,156.80

[CU] SFDW
3

Closing Prices it

01-16-08

221o

29. 0

331 o

28.0

so. o

31. a

s4.o

Page 1 of 2

% Price Change

4 Week

% Price Change Relative to S&P 500

4 Week

12 Week 12 Week

-0.53
-1.19
-4.34YTD

~5.99

-10.49

-5.41 YTD

10.21

Dividend Information

Dividend Yield

Annual Dividend

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

297.71 Payout Ratio

Change in Payout Ratio

Last Dividend Payout/ Amount

3. 15%
$0.92
0.00
0.00

T 0/29/2007 / $0.23Last Split Date

11 .92

02/12/1993

EPS lnformatian

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

N/A

N/A

N!A

N/A

4.00

4,00

4.00

3.00Next EPS Report Date

Consensus Recommendations

Curred (1=Strorlg Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental! Ratios

P/E

Current FY Estimate:

EPS Growth

vs. Previous Year

Sales Growth

vs. Previous Year

18.58 vs. Previous Quarter

~37.88%
925 .00% vs. Previous Quarter:

-0.92%

2.32%Trailing 12 Months:

PEG Ratio

ROE ROAPrice Ratios

Price!Book 09i30/07 09/30/07

Price/Cash Flow

1 .63

8.54 06/30/07 9.18 06/30/07 3.28

http://www.zacks.colWresearch/print.php?type=report&t=CV 1/17/2008



Zacks.co1n Page 2 of 2

03/31 /07 1081 03/3U07 3.92

Quick Ratio Operating Margin

Price / Sales

Current Ratio

09/30/07

06/30/07

03/31 /07

09/3037

06/30/07

0381 /O7

0960/07

06/30/07

03/31 /07

5.05

5.85

Net Margin Pre-Tax Margin Book Value

09/30/G7

06/30/07

03/31/07

09/30/07

06/30/07

03!31/07

09/30/07

06/30/07

03/31/07

inventory Turnover Debt-to-Equity Debt to Captia!

09/30/07

06/30/07

03/31/07

09/30/07

06/30/07

03/31 /07

09/30!07

g6!30!07

03,/31!07

http://www.zacks.com/research/print.php?type=report&t=CV 1/17/2008



ScothaakéfCLECO CP(HLDG CO) (nosE)

12:24 ETVol. 188,49227.07CNL v-o.46 (-1_67%)

Zacks.com

Zacks.com Quotes and Research

General information
CLECO CORP
2030 Donahue Ferry Road
Pinevilie. LA 71360-5226
Phone: 318 484-7400
Fax; 318 484-7465
Web: www.cleco.com
Email: None

Cleco Corporation holds investments in several subsidiaries, including Utility Group, Cleco Midstream Resources
LLC and Utility Construction & Technology Solutions LLC. Utility Group, incorporated on January 2, 1935 under the
laws of the State of Louisiana, contains the LPSC jurisdictional generation, transmission and distribution electric
utility operations serving the Company's traditional retail and wholesale customers. Utility Group serves customers in
communities and rural areas in the State of Louisiana.

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

W8<)Fl"¥'t'¥2G9¥'¥ "rx~€9, 9988

December
12/31 /07
03/04/2008

UTIL-ELEC PWR
Utilities

32
27.53

29.84
2214

1,21

473,498.00

29.75
12-

[UNL] 30-Dw Closing Prices

01-15-08

28¢4
28¢6

pa.o
2802

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

0.55

10.03

_0,97

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

6,39

21 ,47

5.56

60,01

1,651.99

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

3.27%

$0.90

0.00

0.00
10/25/2007 X $0.22

Share information

Shares Outstanding
(minions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

8.56

05/22/2001

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.21

1 .38

9.50

03/04/2008

Consensus Recommendati ons

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.00

1 *go

2.00

1 .67

Fundamental Ratios

EPS Growth Sales Growth

vs. Previous Year

vs. Previous Quarter:

P/E

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

15.16

21.84

1.60

vs. Previous Year

vs. Previous Quarter

46.94%

188.00%

598%
19.19%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php'?type=report&t=CNL

ZACKS
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Zacks.com Page 2 of 2

Price/Book

Price/Cash Flow

Price Sales

1 .73 09/30/07

21 .20 06/30)()7

_ 03/31 /07

- 09/30/07

8.78 06!30!07

6.99 03/31 f'07

3.89

2.97

Current Ratio Quick Ratio Operating Margin

09!30/G7

06/30!07

D3/31 /07

- 09530.47

- G6=:30.»"07

1 .1 O 0383a.»f07

- 09/30/07

_ G5/30/07

0.92 03/'31 /07

7.67

6.22

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

- 09/30/07

_ 06/30107

12.76 03x31/07

- 09/30/07

- 08/30/07

12.76 03/31/07 15.94

Inventory Turnover Debt4o-Equity Debt to Captia!

09/30/07

06/30/07

8381 i07

- 09/30;07

.. 06i30f'07

-0.58 03;31;07

- 09/30!07

. 06/30!07

0. 68 0381 [07 40.38

http://www.zacks.com/research/print,php?type=report&t=CNL 1/17/2008



Zacks.com

Zacks.com Quotes and Research

ED v -0.95 (-8.12%) Vol. 965,012

Consolidated Edison, Inc. is one of the nation's largest investor-owned energy companies. The company provides a
wide range of energy» related products and services to its customers through regulated utility subsidiaries and
competitive energy and telecommunications businesses.

Gerserai lnfazrmation
CONSOL EDISON
4 Irving Place
New York, NY 10003
Phone: 212 460-4600
Fax: 212 475~0734
Web: www.oonedison.com
Email; investor.conedison.com

Industry
Sector:

Fisca\ Year End
Last Reported Quarter
Next EPS Date

CONS EDISON INC (NYSE)

Price Ami Volume lraformaiiorx

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

--n1-n1-unL"i'V€STl¢EHTnssEAac:4
Proven Ratings, 8esearc!z& Heaanumendaffons

* ZACKS

42.74

December
12/31 /07
05/08/2008

UTIL-ELEC PWR
Utilities

42.78

52.90

42.46

0.49

2,809,663s50

46.68
»=

a

[ED J 30-Bw C Los in Pr ice: 48\0
41.5

4700
46.5

46.0
45.5

45.0
44.5
44. o
43.5
48.0

Page 1 of 2

12:33 ET

01-11-08

% Price Change

4 Week

12 Week

YTD

-7.57

-7.39

-11 .22

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-2.72

1 ,48

_2,08

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

27152 Dividend Yield

Annual Dividend

11,775.65 Payout Ratio

8.36 Change its Payout Ratio

07/03/1989 Last Dividend Payout !  Amount

5.35%

$2.32

0.66

-0.11

NA / $0.00Last Spill Date

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .03

3.20

3.20

05/08/2008

C o n s e n s u s Recommendat ions

Current (1=Strong Buy, 5=Strong Sell)

so Days Ago

60 Days Ago

90 Days Ago

2.98

2.98

2.98

2.89

F undam enta l Ratios

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

13.53 vs. Previous Year

12.32 vs. Previous Quarter

4.27

Sales Growth

-2.56% vs, Previous Year

433.91% vs. Previous Quarter:

5.78%

20.13%

ROE ROAPrice Ratios

Price/Book 1.31 12/31!07 10.83 12/3W 07 3.45

http://www.zacks.com/research/print.php?type=report&t=ED 2/11/2008



Zacks.com Page 2 of 2

Price!Cash Flow

Price .~' Sales

8.20 09/30/07

- 06/30m7

10.97 09/30i07

1035 06/30!07

3.44

3.19

Current Ratio Quick Ratio Operating Margin

12/31i07

0980/07

G6/30/'07

- 12/31i07

0.89 09!30!07

0.88 06/30!07

.. 12/31 ,=g7

0.75 09/30/07

0.75 06/30/07

7.23

6.70

Net Margin Pre-Tax Margin Book Value

12/31/G7

09/30/D7

06/30/07

- 12/31/07

10.51 09i30/07

10.05 05/30/07

_ 12/31/07

1051 09/30/07

10.05 06/'30/07

33.18

32,55

Inventory Turnover Debt-to-Equity Debt to Captial

12/31/07

09/30/07

06/30107

.. 12/31 i07

16.42 09i30i07

16.15 06/20!07

- 12!3V07

0.89 09/30807

0.89 06430/07

46.72

46.52

http://www.zacks.com/research/print.php?type=report&t=ED 2/11/2008



ScarfzadeD T E ENERGY CO HLDG lnvse)

1223i ET44.00 v -0.37DTE VoL 607,598(-0.83°0)

Zacks.com

Zacks.com Quotes and Research

General Enfcrmat ion
DT E ENERGY CO
2000 2nd Avenue
Detroit, Ml 48226~1279
Phone: 813 285~4000
Fax: 313-235-6743
Web: www.dleenergy.com
Email: None

DTE Energy is a Detroit-based diversified energy company involved in the development and management of energy-
related businesses and services nationwide. Its largest operating units are Detroit Edison, an electric utility serving
2.1 million customers in Southeastern Michigan, and MichCon, a natural gas utility serving 1.2 million customers in
Michigan. Detroit Edison is the Company's principal operating subsidiary. Affiliates of the Company are engaged in
non-regulated businesses, including energy~related services and products.

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

§¢;§€'_y93'i'° 3 9994 `;~3*{§8j 943 x;

December
12/31/07
03/10/2008

UTIL-ELEC PWR
Utilities

44.37

54.74

43.00

0.69

1 ,494,765.88

50.67

[DTE]  $8-Da g  Clos ing  Pr ic e s
uvmk 4""»4

, .

34

4 4 . s

44. 0

4 5 . 5

4 5 . o

4 6 . 5

48- o

-»s.s
4 3 . 9

Page l of 2

. 12-1? -07 ax -16-os

% Price Change

4 Week

12 Week

YTD

-3.23

-7.49

0.93

% Price Change Relative to sap 500

4 Week

12 Week

YTD

2,40

2.13

5.62

163.71

7,263.99

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

4.78%

$2.12

0.00

0.00

12,43/2007 /  $053

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

4.24

N/A

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.76

2.59

6 0 0

03/10/2008

Consensus ¥%ecommendatiotxs
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

50 Days Ago

90 Days Ago

3.13

3.13

3,18

3.11

Fundamental Ratios

Sales GrowthP/E

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

14.80

13.17

2.47

EPS Growth

vs. Previous Year

vs. Previous Quarter

4.8106

84.75%

vs Previous Year

vs. Previous Quarter:

10.06%

23.69%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=DTE

ZACKS

1/17/2008



Zacks.com Page 2 of 2

Price/Eook

Price/Cash Flow

Price / Sales

1 .33 G9/30/07

5.07 G6/'30/07

_ 03/31 /07

- 09/30/07

10,02 05/30/07

10.03 03f81 £07

2.45

2,51

Current Ratio Quick Ratio Operating Margin

09130/07

0680/07

03531107

- G9!30f07

0.94 06!30!G7

1 .04 03/31107

-- 09/'30/'07

0.75 06/'30/07

0.87 03/31/07

6.20

6.40

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

- 09/30/07

10.88 06/30/07

11 .48 03/31/07

- 09/30/07

10.88 06/30/07

t 1 .48 03/31/07

33.38

33.45

Inventory Turnover Debt-to-Equity Debt to Captiai

09/30!07

06/30/G7

o3/31 /07

- 09!30/07

4,91 05;30;07

4.63 03!3'I!07

- 09fg0/07

1 .17 06;3U707

1.19 03/31!07

54.08

55.52

http://www.zacks.com/research/print.php?type=repo1t&t=DTE 1/17/2008



ScaffzadeEMPIRE DISTRICT ELCT (NYSE)

12:37 ET*-0.21 VOI. 88,630EDE 22,05 (4.94%)

Zacks.com

Zacks.com Quotes and Research

The Empire District Electric Company is an operating public utility engagedin the generation, purchase,
transmission, distribution and sale ofelectricity in parts of Missouri, Kansas, Oklahoma and Arkansas. TheCompany
also provides water service to several towns in Missouri.

Genera! information
EMPIRE DISTRICT
602 Joplin Street
Joplin, MO 64801
Phone: 417 625-5100
Fax: 417 625-5173
Web: www.empiredistrict.com
Email: jwatson@ empiredistrici.com

Industry
Seclorz

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

-n-an-nn L*¥V£STRE!lT RESEARCH
FramesRatings,Sesearch&8ecalun¢a1darfar1s

* ZA K

December
12/31 /07
04/24/2008

UTIL-ELEC PWR
Utilities

.. EEDEJ 80-Dag Closing Pa»~ic-as *g
we

/"\
2 2 . 4

*.  21 . s

2 2 . 6
2 2 . 4
2 2 . 2

2 2 . s

2 2 . 2
2 3 . 0

Page 1 of 2

2 1 : 5

£8.4
22.26

26.13
21 .09

0.84
224,898.05

24.25 2 1 . 4

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus
o x -11-0s oz -os-as

% price Change

4 Week

12 Week

YTD

-1.68

-5.76

-228

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

3.52

3.26

7.78

Share IMorrnation

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

33.55 Dividend Yield

Armual Dividend

746.89 Payout Ratio

10.58 Change in Payout Ratio

01 I30!1992 Last Dividend Payout/ Amount

5.75%
$1 .28

1.23

0.07

11/28/2007 / $0.32Last Split Date

eds information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations
0.15 Current (1 =-Strong Buy, 5=Strong Sell)

1.40 30 Days Ago
.. 60 Days Ago

04/24/2008 90 Days Ago

2.20

2.00

2.00

2.00

Sales GrowthEPS Growth

15.87 vs. Previous Year

21.40 vs, Previous Quarter

-103.33% vs. Previous Year

-10132% vs, Previous Quarter:

8.29%

32.49%

¥undamenta¥Ratios

PIE
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

ROE ROAPrice Ratios

Price/Book 1 .41 12:31 !07 6.70 12/31/07 2,27

http://www.zacks.com/research/print.php?type=report&t=EDE

C S

2/11/2008



Zacks.com Page 2 of 2

Price!Cash Flow

Price / Sales

8.14 09130/07

.. 06/3G/07

8.71 09/30/07

8.58 06/30!07

2.99

3.01

Current Ratio Quick Ratio OperatingMargin

12!31i07

09f30/07

06/30/07

- 12!31!07

0.89 09!30/07

0.94 0680/07

- 12/31/07

0.58 09./30/07

0.59 08!30/07

8.50

8.52

Net Margin Pre-Tax Margin Book Value

l̀2/31 /07

09/30/G7

06/30/07

- 12/31 /07

8.27 09/30/07

8.40 06/30/07

. 12/31/07

8.27 09/30/07

8.40 06/30/07

15.73

15.44

Inventory Turnover Debt-to-Equity Debt to Captiai

12i31/07

09/30/07

06/30!07

.. 12/31 /07

5.23 09/30/07

4.75 06/30!07

.. 12/3V07

1 .13 09/30107

1.36 06/30707

53.06

53.62

http://www.zacks.com/research/print.php?type=report&t=EDE 2/11/2008



Swrf1ade`FIRSTENERGY CP (ness)
1214? ET'--1.57 Vol. 1 142,983FE 74.24 4-2.07°,°)

Zacks.com

Zacks.com Quotes and Research

FirstEnergy Corp. is a diversified energy services holding company as the result of the merger of Ohio Edison
Company and Centerior Energy Corporation. FirstEnergy companies provide electricity and natural gas services and
a wide array of energy-related products and services, FirstEnergy's four electric utility companies, Ohio Edison and
its Pennsylvania Power subsidiary, The illuminating Company and Toledo Edison, serve customers in northern and
central Ohio and western Pennsylvania. (Company Press Release)

General information
FIRSTENEFKGY CP
76 South Main Street
Akron, OH 44308
Phone: 800 786-3402
Fax: -
Web: www.firstenergycorp.com
Email: turoskyk@tirstenergycorp.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume lnformatian

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

9§=:~:'>¥=l'§' 91:38 "rs~422 37"§9Ii<'128

December
12/31 .,107
02/19/2008

UTIL-ELEC PWR
Utilities

48
75.81
78.51
57.83
0.41

1 ,845,050.75
77.94

#4

/'
-\

[FE J 30-Dau CLosins Pr ices § 79.0
78.0

72.0

Page 1 of 2

12-17-07 01-16-08

% PriceChange
4 Week
12 Week
YTD

2.72

14,73

4.80

% Price Change Relative to S8\P 500
4Week
12 Week
YTD

8.69

26.65

t 1,37

304.83

23,109.54

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

2.58

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

2.64%
$2.00
0.00
0.00

11/05/'2007 / $050

EPS information
Current Quarter EPS Consensus Estimate
Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate
Next EPS Report Date

0.91
4.20
7.50

02/19/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)
30 Days Ago
60 Days Ago
90 Days Ago

1.88
1.75
1.75
2.00

Fundamental Ratios
Sales GrowthPiE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

17.73
18.18
2.36

EPS Growth

vs. Previous Year

vs. Previous Quarter

-4.96%
19.64%

vs. Previous Year

VS. Previous Quarter:

5.88%
16.13%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=FE

ZACKS

1/17/2008
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2.67 09130/07

8.90 06/30i07

. 03/31!07

- 09/30107

15.1 1 06/30!07

15.38 03f31807

4.13

4.25

Quick Ratio Operating Margin

Price/Book

Price/Cash Flow

Price .~' Sales

Current Ratio

09,f30!07

oefsn/07

03/31 /OF

- 09!30/07

. osfsomv

9.40 03/31/D7

- 09/30/07

_ 06/30/07

0.31 os./31107

10.60
11.13

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

- 09/30/07

_ 06/30/07

18.31 03/31/07

- Q9/30/07

_ 06/30/07

i 831 03/31/07 28.34

inventory Turnover Debt-to-Equity Debt to Captiai

09/30/07

05/30/07

03/31 /07

.. 09/30/07

. 06/'38/07

7.86 03!31!07

- 09!30!07

_ 06/30!07

1 .01 03/31!07 50.29

http://www.zacks.com/research/print.php?type=report&t=FE 1/17/2008



Sc0!fren%'HAWAIIAN ELEC INDS (nosE)
12:44 ET22.35 6 0.65HE Vol. 207,500(0.22%}

Zacks.com

Zacks.com Quotes and Research

Hawaiian Electric Industries, Inc. is a holding company with subsidiaries engaged in the electric utility, savings bank,
freight transportation, real estate development and other businesses, primarily in the State of Hawaii, and in the
pursuit of independent power projects in Asia and the Pacific.

General information
HAWAIIAN ELEC
900 Richards Street
Honolulu, HI 96813
Phone: 808 543-5682
Fax: 808 543-7986
Web: www.hei.com
Email: shollinger@hei.com

industry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Iroforrnaiion

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

984472 i'}¥:5¥'3" :F £13 32? * 49 :142: §§".8'5

December
12/31 /07
02/22/2008

UTIL-ELEC PWR
Utilities

22
22.30

27.42

20.25

0.60
287,359,131

22.2

;" .

x [HE] 30-D49 Closing Prices
,.
a

23:6
23.4

22. a

22.8
22.6

22.4
22.2

Page 1 of 2

12-17-07

% Price Change

4 Week

12 Week

YTD

-2.92

0.09

~2.06

% Price Change Relative to ss.p 500

4 Week

12 Week

YTD

2.72

10,49

2.37

83.04

1,851.81

Dividend information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

5.56%
$1 .24

0,00

0.00
11/13/2007 / $0.31

Share Information

Shares Outstanding
(miI!ions)

Market Capitalization
(rnillionsl

Short Ratio

Last Split Date

12,70

06/14/2004

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Terrn EPS Growth Rate

Next EPS Report Date

0.32

0.98

4.50

02/22/2008

Consensus Recommendations

Current (1=Stror\g Buy, 5=Stror\g Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.20

3.20

8.20

3.60

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

14.91

24.24

3.31

EPS Growth

vs. Previous Year

vs. Previous Quarter

-15.00%

61 .90°/<>

Sales Growth

vs Previous Year

vs. Previous Quarter:

-0.06%

12.10%

ROE ROAPrice Ratios

Price/Book 1 .63 09x30/07 09.,.30.07

http://www.zacks.com/research/print.php?type=repo1t8ct=HE

ZACKS

1/17/2008
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Price/Cash Flow

Price ! Sales

6.82 06/30/07

7.02 03131/07

0,76

0.80

Current Ratio Operating Margin

09/30!07

05/30/07

03/31/07

6.98 06/30/07

.. 03/31/07

Quick Ratio

_ 09,'30/07

0.24 06!30!07

0.24 03/31/07

- 09/30/07

0.24 DBZSO/O7

0.24 03/31/07

3.10

3.27

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31 /07

_ 09/30/07

3.77 06!30/07

4.60 03/31/07

- 09/30/07

3.77 06/30/07

4.60 03/31/07

13.70

13.52

inventory Turnover Debt~to-Equity Debt to Captia¥

09/30/07

030/07

03/31/07

09/30/07

06/30/07

03/31 /07

- 0980/G7

1 .09 06!30/07

1.11 G3!31/07

52.79

53.30

http://www.zacks.com/research/print.php'?type=report&t=HE 1/17/2008



ScurfraalyIDACORP INC HLDG CO
Vol, 218 400 32:48 ETIDA

(NYSE)

v -0.1633.93 (4.47%)

Zacks.com

Zacks.com Quotes and Research

Itcorp Inc.isan electric public utility company. The company is engaged in the generation, purchase, transmission,
distribution and sale of electric energy primarily in the areas including southern Idaho, eastern Oregon and northern
Nevada. The company relies heavily on hydroelectric power for its generating needs and is one of the nation's few
investor-owned utilities with a predominantly hydro base. The company's principal commercial and industrial
customers include lodges, condominiums, and ski lifts and related facilities.

General  i n format ion
IDACORP INC
1221 West Idaho Street
Boise, ID 83702-5627
Phone: 208 8882200
Fax: 208 388-6916
Web: www.idacorpinc,com
Email; LSpencer@idacorpinc.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price anti Volume lnforrnaiion

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

¥3rx'Z̀ }§~¥T¥-9 W 3145. nmzw

December
12/31 /507
0Z/14/2008

UTIL-ELEC PWF%
Utilities

/22
34.09

38.39
30.07

0.80

416,759.00

35.67

e

f

Ar42

4:':8..
r bx

[IDS] 30-Bay Closing Pr ice:
.""""w " " vqu- < "\s yv3

@A*

01-15.08

as.

34.4

2545

36¢0

36-5

34.5

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-1.59

3.46

-3.21

% Price Change Relative to sap 500

4 Week

12 Week

YTD

4.13

14.21

1.95

44.99

Share information
Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

1533.88

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

3.52%

$1 .20

0.00

0.00
11/0U2007 / $0.30Last Split Date

12.36

NIA

EPS in format ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.21

1 *go

5.00

02/14/2008

Consensus  Recommendat i ons

Current (1=Strong Buy, 5=Strorlg Sell)

30 Days Ago

60 Days Ago

90 Days Ago

8.25

3.25

3.25

3.25

Fundamental Raiics

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

15.76

16.63

3.15

EPS Growth

vs. Previous Year

vs. Previous Quarter

-14.47%

54.76%

Sales Growth

vs. Previous Year

vs. Previous Quarter:

13.42%

22.81 %

Price Ratios ROE ROA

http://www.zacks.com/research/print.php'?type=report&t=IDA
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Price/Book

Price/Cash Flow

Price Sales

1 .28 09/30/G7

6.57 06/30/07

.. 03/31/07

. 09/30/07

7.84 6530/07

8.26 0s/3wan7

2.60

2.73

Current Ratio Quick Ratio Operating Margin

0940!07

06;30/07

G3/31 /07

- 0980107

. 06!30/07

0.84 03;31/07

- 09f'30/07

. 06/30/07

O.B7 {]3f'31 !07

1 o.39
1120

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

- 09/3G/07

- G6/30/07

12.51 03/31/07

.. 09/30/D7

- 06/30/07

12.51 03/31/07 26.59

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/07

06/30/07

03/31107

.. 09/30/07

_ 06/30!07

5,74 03i31!07

.- QQ..'30,=a7

.. 86.930307

0.91 0353w07 47.65

http://www.zacks.com/research/print.php'?type=report&t=IDA 1/17/2008



Zacks.com

Zacks.com Quotes and Research

MGE Energy is a public utility holding company. Its principal subsidiary, MGE, generates and distributes electricity to
more than 128,000 customers in Dane County, Wisconsin (250 square miles) and purchases, transports and
distributes natural gas to nearly 123,000 customers in seven south-central and western Wisconsin counties (1 ,375
square miles). (Press Release)

General Snformation
MGE ENERGY INC
133 South Blair Si
Madison, WI 53703
Phone; 608 252-7000
Fax: 608 252-7098
Web: www.mge.com
Email: investor@mgeenergy.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

MGEE

MGE ENERGY INC. (nAsDAo)

Price and Volume lnfcrmation

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

Beta

lACKS
§3'¥¥*?'¥FI'§' ;%;3€§r,~; Tat; up

33.75

December
12/31 /07

UTIL-ELEC PWR
Utilities

alt;
34,63
37.24
29,40
0.77

78,566.10

v -8.88 (~2.54%)

IIIIGEEJ $8-009 Closing Prices
sw»*n <~/* ~~ w. »-»

Vol. 41 ,499

01-16-08

:mo
$795

ams
36. o
35.5
85.0

$4.5

s4.o

Page 1 of 2

12:55 ET I

l

% Price Change
4 Week

% Price Change Relative to ss.p 500
4Week

12 Week 12 Week

YTD

2297

4.21

-2.37 YTD

2.67

15,04

3 3 3

21.87

Dividend Information

Dividend Yield

Annual Dividend

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

757.32 Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

4.10%

$1 ,42

000

0.00
11/28/2007 / $0.35Last Split Date

21.30
0821/1996

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

N;A

N/A

N/A

N/A

3.00

0.00

0.00

0.00

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations
Current (1=Strong Buy, 5=Slrong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Furldamer1ta¥ Ratios
P/E

Current FY Estimate;

EPS Growth

vs. Previous Year

Sales Growth

vs. Previous Year

14.99 vs. Previous Quarter

14.52%

5106% vs. Previous Quarter:

5.13%

5.21%Trailing 12 Months:

PEG Ratio

ROE ROAPrice Ratios

Price/Book 1 .79 09/30/07 09/30/07

http://www.zacks.com/research/print.php?type=report&t=MGEE 1/17/2008
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Price/Cash Flow

Price Sales

9,63 06!3g!07

03/31/07

12.31 06/30/07

12,06 03/'31!G7

4.89

4,75

Current Hatio Quick Ratio Operating Margin

09!30.»'07
06/s0/07

03/311G7

0.80

1 .06

09/30i07

0680/07

03/31 i07

. 09;3()/07

0.49 05/30/07

0.69 03/31 /07

9.17

8.74

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31/07

14.47

13.84

09/30107

06/30/07

03/31 /07

- 09/30/07

1447 06/30/07

13.84 03/31/07

19.31

19.26

Inventory Turnover Debt-to~Equity Debt to Captial

09/30/07

06/30/07

03/31 i07

5.03

5.96

09/30507

06/30/07

03/31/07

- 09130/07

0.55 0680107

058 03/31,107

35,61

36.74

http://www.zacks.com/research/print.php?type=report&t=MGEE 1/17/2008



NISOURCE INC HLDG CO
12:41 ETVol. T57 638

(NYSE)

v~0.ll6NI 18.41 (-0.8G°2>)

Zacks.com

Zacks.com Quotes and Research

NiSource Inc., formerly NIPSCO Industries, Inc., is an energyand utility-based holding company headquartered in
Merrillville, Indiana, that provides natural gas, electricity and water to the public for residential, commercial and
industrial uses, NiSource operating companies deliver energy to millions of customers located within the high-
demand energy corridor stretching from the Gulf Coast through the Midwest to New England.

General  in format ion
NISOURCE :no
801 East 86th Avenue
Merrillville, IN 46410
Phone: 877 647-5990
Fax: 219-647-5589
Web: www.nisource.com
Email: questions@nisource.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

iifaveff Ratings, Researclmk i%esamme:warf4>zts
8ai"9Vfib 4898 T ah..Qi lé f
RA KS

UTIL-ELEC PWR
Utilities

December
12/31 /07
05/08/2008

43;
18.57
25.43

16.78
0.45

2,779,183.00

21 .13

[N I J 8 U-Dag C Los in Pr in-es ¥ 20.

i s.o

19.0

19.5

1e.s

17.5

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-3.48

3.34

-1.69

% Price Change Relative to S&P sao

4 Week

12 Week

YTD

157
1323
8,43

274.17

5091.38

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

4.95%

$0.92

0.67

0.05

01/29/2008 I; $0.23

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

3.72

02/23/1998

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.81

1.31

2.80

05/08/2008

Consensus Recommendations

Current (1=Strong Buy 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3,10
3.10
3.10
3.11

Fursdamentai Ratios

Sales GrowthP/E

Current FY Estimate;

Trailing 12 Months:

PEG Ratio

14.15

13.58

5.15

EPS Growth

vs. Previous Year

vs. Previous Quarter

0.00%

437.50%

vs Previous Year

vs. Previous Quarter:

9.81 °/<>
259.40%

ROE ROAPrice Ratios

Price/Book 1 .02 12!31/07 7.48 12/31/07 2.16

http://www.zacks.colWresearch/print.php?type=report&t=NI
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Price/Cash Flow

Price Sales

5.36 09/30/07

0.92 06/30/07

7.47 09/30!07
7.66 06;30!07

2.13

2,17

Current Ratio Quick Ratio Operating Margin
12/3V07

09/30/07

06/30/07

- 12!31 /07

0.84 09!30!07

0. 66 06!30!07

-- 12/3w07

0.50 09/30/07
0.53 06/30/07

6.86

7.09
7.2o

Net Margin Pre-Tax Margin Book Value
12/31/07

09/30/07

06/30/07

- 12/31/07

10.02 09/30/07

10.50 0680/07

12/31 /07

10.02 09/30/07

10.50 06/30/07

18.25

18,52

Inventory Turnover Debt-to-Equity Debt to Captial

T2/31/G7

0930/57

06/30!07

.. 12/31/07

7.20 09/30/07

7.37 06/30;07

. 12/31 /07

1 .18 D9!30!07

1,01 06/30!07

54.2'l

50.24

http://www.zacks.com/research/print.php?type=report&t=NI 2/11/2008



SeoffladfrNSTAR (nosE)
12:43 ETv -0.50 Vol. 197,736(»'l.56°¢>)NST 31.64

Zacks.com

Zacks.com Quotes and Research

NSTAR was formed through a merger of BEC Energy and Commonwealth Energy System, The company,
headquartered in Boston, Massachusetts provides regulated electric and gas utility services and is also engaged
i telecommunications and other non-regulated activities. NSTAR, through its subsidiaries, Boston Edison Company,
Cambridge Electric Light Company, Commonwealth Electric Company and Commonwealth Gas Company, serves
approximately 1.3 million customers throughout Massachusetts. (Press Release)

General information
NSTAR
800 Boylston Street
Boston, MA 02199
Phone: 617 424~2000
Fax: S17 424~4032
Web: ww.nstaron!ine,com
Email: ir@nstar.com

Industry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

»».-»-»»¢»szvesruewr PIESEARGR
pvuvcnRatings, Resoalr¢:!:&Rwulmrnertdafions

* ZAC KS

December
12/31 /07
04/24/2008

UTlL-ELEC PWR
Utilities

32,14

37.37
30.14
0.71

609,503.50

35,78
01-11-08

L48 [NST] 30-Das Closing Prices

O o

sa.o

ss.s
ss.o
s4.s

54.0
33.5
33.)

sz.s
$2.0
s1.s
31¢0

Page 1 of 2

% Price Change
4 Week

12 Week

YTD

-8.82
-7.11

-11 .26

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

-4.05

1 .78

-2.13

106.81

Share information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

Dividend information
Dividend Yield

Annual Dividend

Payout Ratio

5.59 Change in Payout Ratio

06/06/2005 Last Dividend Payout / Amount

3,432.81

4.36%

$1 .40

0.63

-0.01
0U08/2008 / $0.35

EFS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.48

2.23

6.20

04/24/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.43

2,38

2.38

2.29

Fundamental Ratios
Sales GrowthP/E

Current FY Estimate:

Trailing 12 Moths

PEG Ratio

EPS Growth

14.43 vs, Previous Year

15.45 vs. Previous Quarter

2.33

-2.63% vs. Previous Year

53. 16% vs, Previous Quarter

-6.82%

7.15%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=NST 2/11/2008
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2.02 12/31 /07

6.02 G9/30/D7

1 .05 06/30/07

13.31 12/31107

1353 09330897

13.31 06/30/07

2.89

2.89

2.80

Quick Ratio Operating Margin

Prk:el'Book

Price/Cash Flow

Price/Sales

Current Ratio

12/31 /07

09/30/07

06/30/07

- 12!31 !07

O.72 09/30i07

0.72 06/30/07

. 12/31/07

0.63 09/'30/07

0.65 06/30/07

6,79

6,71

6.20

Net Margin Pre-Tax Margin Book Value

12/31 /GO

09x30/07

06/30/07

_ 12/31/07

10.58 09/30/07

9.77 06/30/07

- 12/31/07

10.58 09/30/07

9.77 06/30/07

15.92

15.44

Inventory Turnover Debt-to-Equity Debt to Capital

12/31 ~'G7

09j30107

06/30!07

-- 12/31/07

18.09 09f30v07

19.22 06!30!07

. 12531 !07

1 .01 09,/30307

1 04 06/30/07

50.28

50.42

http://www.zacks.com/research/print.php?type=repon&t=NST 2/11/2008



Scotfmde'PNM RES INC (HLDG) (ness)
1329i ETVol. 779,500,.0_0820.06PNM (-0.40'*I>)

Zacks.com

Zacks.com Quotes and Research

Gerxerai information
PNM RESOURCES
Alvarado Square
Albuquerque, NM 87158
Phone: 505 24t -2700
Fax: 505 241 -4311
Web: www.pnmresources.com
Email None

PNM Resources is an energy holding company based in Albuquerque, New Mexico. Its principal subsidiary is Public
Service Company of New Mexico, which provides electric power and natural gas utility services to more than 1 .3
million people in New Mexico. The company also sells power on the wholesale market in the Western U.S.

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

4\

@lv 9m °r1~4°£:=. 41 £ 8 3

December
12/31 /07
02/12/2008

UTIL-ELEC PWR
Utilities

20.14

34.28

18.75

089
1,421 ,| 15.00

24.33

[PNHJ 30-Da5 C1osin9 Prices 23.o

Page 1 of 2

12-x7-07 01-16-08

% Price Change
4 Week

12 Week
YTD

-10.29
.14.81

-6.11

% Price Change Relative to sap 500
4 Week

12 Week
YTD

-5.08

-5.95

-s,se

76.78

1 ,54629

Dividend information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

4.57%

$0.92

0.00

0.00
10530/2007 / $0.23

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

10.36

06/14/2004

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.31

1 .27

8.50
02/12/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.43

2.71

2.57

2.57

Fundamental Ratios

Sales GrowthP/E

Current FY Estimatel

Trailing 12 Months:

PEG Ratio

11.63

13.89
1.37

EPS Growth

vs. Previous Year

vs, Previous Quarter

.34.92%

215.38%

vs. Previous Year

vs. Previous Quarter:

-3.19%

8.40%

ROE ROAPrice Ratios

PriceiBook 0.90 09/30/07 09.~'30!07

http1//www.zacks.com/research/print.php?type=report&t=PNM

A. ZACKS

1/17/2008
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Price/Cash Flow

Price Z Sales

5.04 06/30/07
- 03/3V07

6.49 06/30/07
7,59 0381907

1.85

2.06

Current Ratio Quick Ratio Operating Margin

09/30.~'07

06,I30!07

03/31 /O7

.. 09/30/07
0.40 06530/07

0.58 03!31!07

. 09/30!07

0.36 06/30/07

0.53 03/31i07

4.46

4.92

Net Margin Pre-Tax Margin Book Value

09/30/07

G6/30/07

03/31 /OF

- 09/30/07

4.02 06/30/07

6. 15 03/31 /07

- 09/30/07

4.02 06/30/07

6.15 03/31/07

22.26

22.51

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/07
06/30!07

03/31!07

.. 09/30/07

27.13 06/30/07

26.05 03/31/07

. 09/30907

0.72 06/30fa7

0.89 03/31/07

41 .79
46.85

http://www.zacks.com/research/print.php?type=report&t=PNM 1/17/2008



Zacks.com
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Vol. 435,646

Pinnacle West Capita! is engaged, through its subsidiaries, in the generation, transmission, and distribution of
electricity and selling energy, products and services, in real estate development, and in venture capital investment.
Its primary subsidiary is Arizona Public Service Company. The company's other subsidiaries include SunCor, El
Dorado, APSEnergy Services and Pinnacle West Energy.

General information
PINNACLE WEST
400 North Fifth Street
P,O. Box 53999
Phoenix, AZ 85072-3999
Phone: 602 250-1000
Fax: 602 250-2789
Web: www.piranaclewest.com
Email: elisa.malagon@pinnaclewest.com

Industry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

PNW

PINNACLE WEST CAP (NYSE)

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

luna-lu-I 4?¢V£S'EI!£E%1T RESEARCH
PreenRatings, fteseaurcaa- mvzaumvendaffnns

A ZAC KS

37.05

December
12/31 /07
04/23/2008

UTIL-ELEC PWR
Utilities

37.16

50.68
36.79

0.65

941 ,397.1 s
39.22

v.0.-¥1 (~0.30°/<>)

8
[PNN] 30-Dos Closing Prices

8:

40.0

39. o

42.0

41.0

4s.o

37.o

as. o

Page 1 of 2

12;46 ET z

01-11-08 02-08-08

% Price Change
4 Week

12 Week

YTD

.12.07

_1338
-12.38

% Price Change Relative to ss.p 500
4 Week

12 Week

YTD

-7,46

~5.09

-3.36

100.39

8,730.31

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

9.46

Dividend information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

5.85%

$2.1 o

0.73

0.05
01/30/2008 / $052

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Dale

0.16

2.63

6.70

04/23/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

3.13

3,13

3.14

3.14

Fundamental Ratios

P/E

Current FY Estimate

Trailing 12 Months

PEG Ratio

14.14

t2.99

2.12

EPS Growth

vs. Previous Year

vs. Previous Quarter

0.00%

98.41 °A

SalesGrowth

vs, Previous Year

vs, Previous Quarter

3.98%

37.05%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=PNW

\
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1 .04 12/31 /07

5.27 09/30/07

1 .06 06/30/07

8,30 12/31/07

8.29 09i30/'07

8.20 05530/07

2.58

2.56

2.50

Quick Rativa Operating Margin

Price/Book

Price/Cash Flow

Price ! Sales

CurrentRatio

?2!31 I'07

09!30!'07

06!30/07

- 12!31 /07

0.82 09:'30!07

0.78 06/30/07

- 12;31/07

0.68 09/30/Q7

0.65 06/30/07

8.19

8.24

8.35

Net Margin Pre-Tax Margin Book Value

12/31/G7

09/30/07

06/30/07

- 12/31/07

12.81 09/30/07

13.02 06/30/07

. 12/31/07

12,81 09/30/07

13.02 06/30/07

35.58

34.15

inventory Turnover Debt-to-Equity Debt to Captia!

12/31/07

09/30/G7

06/30i07

- 12r'31!07

8.92 {)g,i30707

9.11 06?30i07

- 12/31 /07

0.90 09!30;07

0,94 05/30/07

47.51

48,57

http://www.zacks.com/research/print.php'?type=report&t=PNW 2/11/2008
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Zacks.com Quotes and Research

(NYSE)

PPL (2.50%) Vol. 2,957,212

PPL Corporation is an energy and utility holding company. PPL controls about 11,500 megawatts of generating
capacity in the United States, sells energy in key U.S. markets and delivers electricity to customers in Pennsylvania,
the United Kingdom and Latin America.

General irofnrmation
PPL CORP
Two North Ninth Street
Allentown, PA 18101-1179
Phone: 6th 774-5151
Fax: 610 774-5106
Web: www,pplweb.corn
Email: invrel@pplweb.com

industry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

PPL CORP

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

pzwen Rafartgs,Research »s. 8ecaarrnenafah<nns

A

393V88 `8' 4593 r Sm H

ZAC KS

47.57

December
12!81 /07
05/08/2008

UTIL-ELEC PWR
Utilities

4641

5523
36.46

0.37
2,679,921 .00

58.44

,16

..z'
[PPL]  3 ) -Day Clos ing Pr ices

/':::
e.

55.0

$4.0

so.»
52.0

5i.0

s0.o

4990

48.9

47.0

48:0

Page 1 of 2

12:51 ET

C1-11-06 02-08-08

% Price Change
4 Week

12 Week
w e

.14.17

-5.57

-10.90

-9.67
346

-1.73

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Shop Ratio

% Price Change Relative to ss.p 500
4 Week

12Week

YTD

Dividend information
372.20 DividendYield

Annual Dividend

17,273.62 Payout Ratio

2.25 Change in Payout Ratio

08/25/2005 Last Dividend Payout / Amount

2.63%

$1 .22

0.47

0.00
12;06/2007 i $0.81Last Split Date

EPS lruformat§on
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.68

2.42

10.30
05/08/2008

Consensus Recommendations
Current (1=Slrong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.78

1.67

1.67

1.gg

Sales Growth

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

EPS Growth

19.17 vs. Previous Year

17.85 vs. Previous Quarter

1 .86

27.66% vs, Previous Year

-16.67% vs. Previous Quarter:

~6.84%

-8.91 %

Price Ratios

Price/Book

ROE ROA

3.45 12/31/07 1942 12!31!07 5.04

http://www.zacks.com/research/print.php?type=report8Lt=PPL 2/11/2008
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Price/Cash Flow

Price / Sales

10.99 09/30/07
2.61 06/30/07

18.35 09/30/07
17.23 06!30!07

4.82

4.57

Current Ratio Quick Ratio Operating Margin

12/31!07

09/30/D7

06;30/07

. 12/33 I'07

1 .31 09/:30/07

1 .34 06::30!07

_ 12,81/07

1 .20 0980/07

1 .23 06/30/07

15.21

14.24

13.35

Net Margin Pre-Tax Margin Book Value

12/31/07

09/30/07

06/30/07

- 12/31/07

18.67 09/30/07

16.46 06/30/07

- 12/31/07

18.67 09/30/07

16.46 06/30/07

13.47

13.91

Inventory Turnover Debt-to-Equity Debt to Captial

12/31 /07

09/3w07

06/30!07

.. 12/31/07

6.64 09/30/07

7.26 06/30i07

- 128107

1 .39 09;30)07

1 .27 06!30!07

56,86
57.17

http://www.zacks.com/research/print.php?type=repQrt8Lt=PPL 2/11/2008



ScotfI9d8'PROGRESS ENERGY INC (nosE)

34'33£TVol. 1.213 4t>ov-0.84PIN 45.91 (~1 .76°0)

Zacks.com

Zacks.com Quotes and Research

G enera l  i n fo rm at i on
PROGRESS ENERGY
410 South Wilmington Street
Raleigh, NC 27601-1748
Phone: 919 548-6111
Fax: 919 546-2920
Web: www.progress-energy.com
Email: investor.relations@PQrlmail.com

CP & L Energy, Inc. is primarily engaged in the generation, transmission,distribution and sale of electricity in portions
of North and South Carolina and Florida and the transmission, distribution and sale of natural gas in portions of
North Carolina. The company provides these and other services through its business segments: electric, natural gas
and other.

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Inicrmaiion

4 .

WI?29'€}F§8" 4 ¢ 2  ' r a pg; £334

December
12/31 /07
02 /142008

UT IL-ELEC PW R
Utilities

[PGN] $0-Dag Clos ing  Prices

\x
Ii \_,*~

' gr

so. a

48- S

4 9 . 0

49 - 5

Page 1 of 2

4 8 . 0

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

Ax
47.75
52.75
43.12
0,71

1 ,089,392.88
49.52

4 7 . 5

12- 17- 07 01-15-08

% Price Change

4 Week

12 Week

YTD

-1.71

4.42

~1.40

% Price Change Relative to S8¢P 500
4 Week

12Week

YTD

4.00

1 5 2 7

4,16

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

25920 Dividend Yield

Annual Dividend

12,376.90 Payout Ratio

4.76 Change in Payout Ratio

02/01 /1993 Last Dividend Payout i Amount

5.15%
$2.46
0.00
0g0

01/08/2008 / $0.62Last Split Date

EPS i n fo rm at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.51

2.86

5.20

02/14/2008

C ons ens us  R ec om m enda t i ons

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.67

2.67

2.67

2.75

Fundam enta l  Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

15.77 vs. Previous Year

15.86 vs, Previous Quarter

3.03

Sales Growth

30.1 1% vs Previous Year

105.08% vs. Previous Quarter:

6 .42%

28.84%

Price Ratios ROE ROA

Proc:e!Book 1.47 09!30/07 09/30/07

http://www.zacks.com/research/print.php?type=report&t=PGN
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6.88 06/30/07

.. 03/31i07

9.19 06/30/07

8,36 03/31i07
2.97

2.68

Price/Cash Flow

Price I Sales

Current Ratio

09!30/07

OB/30/G7

03/31 for

Quick Ratio Operating Margin
- 09:;30!07

1 .10 06!30/07

0.95 03/31/07

. 09/30/07
0.79 06/30/07

0.60 03/31/07
7.60

6.96

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

03/31 /07

09/30/07

10.83 06/30/07

9.61 03/31/07

_ 09/30/07

10,83 06/30/07

9.61 03/31 /07

32.54

31 .95

lnventcry Turnover Debt-to-Equity Debt to Captial

09/30/07

06/30;07

03x3w07

- 09/30/07

4.88 06801/07

4.90 03/31/07

- 09530/07

1 .09 0B!30!07

1 .02 03/31;07

52.06
50.42

http://www.zacks.com/research/print.php?type=report&t=PGN 1/17/2008



Swdfad2'SCANA CP NEW (nosE)
34:39 ETVol. 776 400r -(3.66 (-153%)SCG 39.83

Zacks.com

Zacks.com Quotes and Research

SCANA Corporation is an energy-based holding company whose businesses include regulated electric and natural
gas utility operations, telecommunications and other non-regulated energy-related businesses. SCANA'?s
subsidiaries serve electric customers in South Carolina, North Carolina and Georgia.

General information
SCANA CORP
1426 Main Street
Columbia, SC 29201
Phone: 808 217-9000
Fax: 803 748-2344
Web: www.scana.com
Email: None

Endustry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

*_

§:§;;;{8.;:}°;* we<:zf~**§ °¥l£»4§? $4838

December
12V31 i07
02/12/2008

UTIL-ELEC PWR
Utilities

4 2
40.49

45.49
32,93

0.39

582,665.63
43

4°

[SCG] 30-Dag Closing Prices

/ .

l l »

x

43:5

41.o

4o.s

42. u

4 1 . 5

43. o

42.s

Page 1 of 2

12-17-07

% Price Change
4 Week

12 Week
YTD

-4.91

2,33

-3.94

% Price Change Relative to ss.p 500
4 Week

12 Week

YTD

0.62

12.96

4.66

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

11667 Dividend Yield

Annual Dividend

4,723.77 Payout Ratio

01 Change in Payout Ratio

05/26/1995 Last Dividend Payout /Amount

4.35%

$1 .76

0.00

0.00

1806/2007 $0.44
Last Split Date

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.71

2.70

5.00
02/12/2008

Consensus Recommendations
Current (1=Strong Buy, 5=S1rong Sell)

30 Days Ago
60 Days Ago

90 Days Ago

2.83

2.60

2.60

2,67

Fundamental Ratios

EPS Growth

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

13.99 vs. Previous Year

15.45 vs. Previous Quarter

2.80

Sales Growth

2.95% vs. Previous Year

68.09% vs. Previous Quarter:

150%

7.15%

ROE ROAPrice Ratios

Price/Book 1.61 09/30!07 09530..0'7

http://www.zacks.com/research/print.php?type=report&t=SCG 1/17/2008
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Price/C ash Flow

Price Sales

6.97 ()6!30i{)7
.. 03/31/07

10.55 05/30!57

10.55 03!31!07
3.14

3,14

Current Ratio Quick Ratio Operating Margin
09,/30i07

D6!30!07

03-31 /07

- 09/30{(37
0.81 06!30/07

0.84 0s/31/07

-- 09/30/Q7

0.49 06!30!07

0.53 03,=3t/07

6.61

6.57

Net Margin Pre-Tax Margin Book Value

09/30/07

06/38/07

03/31/07

G9/30/07

9.44 06/30/07

8.91 03/31/07

- 09/30/07

9.44 06/30/07

8.91 03/31/07

25.11

24.81

Inventory Turnover Debt-to-Equity Debt to Captiai
09;30/G7

06i3G!G7

03/31 i07

.. 09/30/07

7.02 06/30/07

7.17 03/31/07

- 99,130107

1 .01 06./3()!07

`I .02 osfswov

49.28

49.68

http://www.zacks.com/research/print.php?type=report&t=SCG 1/17/2008
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Zacks.com

Zacks.com Quotes and Research

G enera l  In fo rm at i on
SOUT HN COMPANY
30 Ivan Allen Jr. Bou\evard, N.W.
Atlanta, GA 30308
Phone: 404 508-5000
Fax; -
Web: www.southerncompany.com
Email: investors@southemcompany.com

Industry
Sector;

(-0.28%) Vol. 1.803.047

Southern Energy acquires, develops, builds, owns and operates power production and delivery facilities and
provides a broad range ofenergy-related services to utilities and industrial companies in selectedcountries around
the world. Southern Energy businesses include independent power projects, integrated utilities, a distribution
company, and energy trading and marketing businesses outside the southeastern United States.

Fiscal Year End
Last Reported Quarter
Next EPS Date

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

SO

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

SOUTHERN CO(nose)

Price and Volume lntermation

Zacks Rank

Yesterday"s Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

Fundamental Ratios

% Price Change

4 Week

12 Week

YTD

4. §».\4_q¥?l<§1&4( ¥€L8§£A¥QC 4
prawn8.=zf;ngs, Reseawh6 fiecanfrtmndaifuns

35.65

December
12/31 /07
04/24/2008

UTIL-ELEC PWR
Utilities

35.75

40.60

38.16

0.40

5,707,479.00

37.78

~.o.1o

EPS Growth

4.39

03/01/1994

0.45

2.31

4.60

04/24/2008

27,151.38

-10,09

-3.43

~7.74

759.48

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

C ons ens us  R ec om m enda t i ons

Current (1 =Sirong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

% Price Change Relative to S&P sao

4 Week

12 Week

YTD

`*\.

(SU J 30-Das C Los in Pt* ice:

4.50%

$1 .61
0,72

0.00
01/31/2008 / $0.40

s s . o

3 7 : 0
s e . s
3 5 . 0

29¢5
39- o

3 5 . 5

40 : 5

2 7 . 5

s s . s

4000

5.96%

-30.88%

-5.38

5.81

1.76

2.58

2.57

2.57

2.72

Page 1 of 2

3 2 : 5 8 E T

Price Ratios

Price/'Book

ROE ROA

2,19 1281/07 14.24 12/31/07 3.83

http://www.zacks.com/research/print.php?type=report&t=SO 2/11/2008
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Price/Cash Flow
Price / Sales

8.82
1 .77

09/80/07

06/30/07

14.26 09/30!07

14.51 06/30:07
3.82
3,87

Current Ratio Quick Ratio Operating Margin
12i31!07

09/30/G7

06/30/07

0.89

0.87

t2431107

0980/07

06/'30/07

12i31f07

0.65 09/30207

0.60 06/'30107

11.01
11.95
11.19

Net Margin Pre-Tax Margin Book Value
12/31 /OF

09/30/07

G6/30/G7

17.18
17.08

12/31/07

09/30/07

06/30/07

- 12/31/07

17.18 09/30/07

17.08 06/30/07

16.32
15.68

Inventory Turnover Debt-to~Equity Debt to Captial
12/31417

09/30/07

06/30/07

5.42

5.45

12/31 /07

09/30/07

06/30/07

- 12/31/07

1 .12 09!30/'07

1 .19 06/30907

51.31

52.90

http://www.zacks.com/research/print.php'?type=report&t=SO 2/11/2008
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TECO ENERGY INC (ness) Swfhadar

13:63 ETVol. 713,000TE T628 y »0.02 (-0.12°¢)

Zacks.com

Zacks.com Quotes and Research

TECO Energy, Inc. is a diversified, energy-related holding company. Its principal businesses are Tampa Electric,
Peoples Gas, Florida's largest natural gas distributor, TECO Power Services, an independent power company;
TECO Transport, a river and ocean transportation company, TECO Coal, producer of coal and synthetic fuel, and
TECO Solutions, an energy services/engineering company. (Company Press Release)

G enera l  i n fo rm at i on
T ECO ENERGY
702 n. Franklin Street
Tampa, FL 33602
Phone: 813-228-1111
Fax: 813-228-1670
Web: www.teooenergy.com
Email: investorrelations@tecoenergy.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Iniormatkm

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

»»»_»¢-»- :,*:vs3s:.1r¢ewf R
ruwemRatings. aesaamcar& liarnawaanrandaffaas

ZAC KS

December
12/31 /07
05/0B!2008

UTIL-ELEC PWR
Utilities

Miami

Ate
16.22

18.58
14.84

0.68
1,986,913.38

17.72

~/'N
8
*.
4

[TE J 3 D-Dag Clog ins Pr ice: 8

oz-as-os

1796
17.4
11.2
17. o

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-5.32

-5.15

~5.75

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-0.99

3.93

3.95

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

21058 Dividend Yield

Annual Dividend

8,417220 Payout Ratio

543 Change in Payout Ratio

08/31 /1993 Last Dividend Payout Amount

4.81 %

$0.78

0.75

-0.01

11/13/2007 / $0. 19
Last Split Date

EPS information

Curran! Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.22

1 .05

7.30

05/0G/2008

Consensus Recommendat ions

Current (1=Strorlg Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3,00

2.71

2.71

2.71

EPS Growth Sales Growth

Fundamental Ratios
P/E
Current FY Eslimatez

Trailing 12 Months:

PEG Ratio

15.49 vs. Previous Year

15,60 vs. Previous Ouarler

2.11

11.11% vs. Previous Year

-47.37% vs Previous Quarter:

3.89%

-13.30%

ROE ROAPrice Ratios

Price/Book 1 .83 12131/07 12.01 12/31/07 8.01

http://www.zacks.com/research/print.php?type=report&t=TE

m

2/11/2008
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Price/Cash Flow

Price I Sales

685 09/30/07

0.97 06/30/07

2.93

2.88

Current Ratio Quick Ratio

12/3W07

09/30/07

06/30/07

.. 12X3 'i !07

1 .35 09/30/07

1 .24 05!3Q/07

6.17

6.08

6.15

Net Margin Pre-Tax Margin

'E2/31/07

09/30/07

06/30/07

- 12!31/07

9.04 09/30/07

9.12 06f30/07

8.88

8.67

Inventory Turnover Debt-to-Equity

12/31/07

09/30/07

06/30/07

_ 12/31/07

15.82 09/30/07

14.95 06/30/07

11.86 09f30,f07

12.07 06/30!97

Operating Margin

.. 12!31/07

1.11 0980/07

0.99 08130/07

Book Value

.. 12/31/07

9.04 09/30/07

9.12 06/30/07

Deb! to Captial

- 12/'31/07

1.85 09,130/'07

1.90 05!30!07

64.89

65.57

http://www.zacks.com/research/print,php?type=repo1t&t=TE 2/11/2008



Scothade"UIL HLDG CORP (NYSE)

v -0.8234.16 14:50 ETURL Val. 112,180(~2.34°4l

Zacks.com

Zacks.com Quotes and Research

General Information
UIL HOLDINGS CP
157 Church Street
New Haven, CT 06506
Phone: 203499-2000
Fax: 203 499-2414
Web: www.uiLcom
Email; Susan.AI\en@uinet,com

Industry
Sector:

UIL Holdings Corporation is the holding company for The United Illuminating Company and United Resources.
United Illuminating Company is aNew Haven-based regional distribution utility that provides electricity and energy-
related services to customers in municipalities in the Greater New Haven and Greater Bridgeport areas.(pR)

Fiscal Year End
Last Reported Quarter
Next EPS Date

Priceand Volume information

20 Day Moving Average

Target Price Consensus

Yesterday's Close

52 Week High

52 Week Low

Zacks Rank

Beta

ZACKS
$ 5 * " l R i f w f r gag; $888 ° f s -4§ 5 8 4 3 7 8 £985

December
12!31 /07
02/19/2008

UTIL-ELEC PWR
Utilities

1,06

136,190.50

36,38

27.02

41 .24

WE tulL: 30-Das CLos i n P1"i ces 8

36:0

35.5

sa.s

ss.n

Sr. 0

37.5

Page 1 of 2

12-17-07 01-16-08

% Price Change % Price Change Relative to ss.p sao

4 Week -2.07 4 Week

12 Week 6.16 12 Week

3.62

17.19

YTD -5.38 YTD 2.31

Dividend Information

25.16
Dividend Yield

Annual Dividend

880.10

4.94%

$1 .73

0.00

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio 11.49

Payout Ratio

Change in Payout Ratio

Las! Dividend Payout / Amount

0.00

12/03/2007 / $0.43Last Split Dale 07/05/2006

EPS information Consensus Recommendations
Current Quarter EPS Consensus Estimate 0.23 2.33

Current Year EPS Consensus Estimate 1 .74 2.33

Estimated Long-Term EPS Growth Rate 2.33

Next EPS Report Date 02/19/2008

Current (1=Strong Buy, 5=Stror»g Sell)
30 Days Ago

60 Days Ago

90 Days Ago 2.33

Fundamental Ratios

EPS Growth Sales Growth

Current FY Estimate: 17.32 vs. Previous Year 19.74 vs. Previous Year 2.58%

22.00 vs. Previous Quarter 139. 47% vs. Previous Quarter; 23.60Trailing 12 Months:

PEG Ratio

ROE ROAPrice Ratios

Price/Book 1 .90 09/30!07 09/30/07

http://www.zacks.com/research/print.php?type=report&t=UIL

i i
34,98

1/17/2008
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Price/Cash Flow

Price .~' Sales

6.21 06/30/07

- 03/31!07

8,69 06/30/07

7,67 03/31/07

2.37

2.16

Current Ratio Quick Ratio Operating Margin

09/3007

OB/30/07

03/31/07

- 09w30m7

1 .18 06i30!07

1 .02 03/31:107

- 09/30,107

1 .16 06/30/07

1 01 03/31!07

4.70

4.26

Net Margin Pre-Tax Margin Book Value

09/30/07

06/30/07

G3/33 /07

- 09f30/07

18.20 06j30/07

18.31 03/31/07

.. 09/30/07

t8,20 OB/30/07

18.31 03/31/07

18.45

18.0t

Inventory Turnover Debt-to~Equity Debt toCaptia!

09130/07

0680/07

0381 ;07

. 09/30/07

181 .28 06/30i07

205.45 03i3V07

. 09/3w07

1 09 06;30/07

0.89 0361 /07

52.07

47.16

http://www.zacks.com/research/print.php?type=repo1t&t=UIL 1/17/2008



ScatffadeVECTREN CORP (nosE)
v-0.1 'I27.93VVC 13:08 ETVol. 141,280(-039°/4)

Zacks.com

Flwen Ratizws.}§seafclz&fiecavuvnvndarions
Za4:ks.eom Quotes and Research

Vectren Corp., through its regulated subsidiaries Indiana Gas and SIGECO, offers gas and/or electricity to
customers in adjoining service areas that cover nearly two-thirds of Indiana. Vectren's non-regulated subsidiaries
currently offer energy-related products and services, including energy marketing, fiber-optic based communication
services, and utility related services including materials management, debt collections, locating, meter reading and
trenching services to customers throughout the surrounding region. (PRESS RELEASE)

General lnfarmatiorn
VECTREN CORP
One Vectren Square
Evansville, IN 47708
Phone: 812 491 -4000
Fax: .
Web: www.vectren.com
Email: sschein@vectren.com

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

*

§¢;v£8 °8"¥¢¥%2?¥ f ¥Z§8,il £8.4. 9694
ZAC KS

December
12/31 /07
04/22/2008

UTIL-GAS DISTR
Utilities

28.04

30.50

24.85

0,53

432,051 .1 g

32.33

\ ,

UNC) 80-Dev Clog inc Pr ices
>
¥
I

oz-as-os'

129.5

l29.o

l2s.s

I2s.0

l27.s

127.o

lza.s

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-2.91

-2.47

-3.34

% Price Change Relative to S&P 500

4Week

12 Week

YTD

2.18

6,87

6,61

Share information

Shares Outstanding
(millions)

Market Capitalization
{millions]

Short Ratio

Last Split Date

Dividend information

76.52 Dividend Yield

Annual Dividend

2,145.54 Payout Ratio

26,68 Change in Payout Ratio

10/05/1998 Last Dividend Payout / Amount

4.64%

$1 .so

0.70

-0.02

11!13/2007 I $0.82

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Dale

0.92

1 .95

4.70

04/22/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.88

1.83

1.83

1.83

Sales Growth

Fundamental Ratios

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

14.35 vs, Previous Year

15.07 vs. Previous Quarter

3.07

7.27% vs. Previous Year

227.78% vs. Previous Quarierz

586%
69.06%

Price Ratios ROE ROA

http://www.zacks.com/research/print.php'?type=report&t=VVC 2/11/2008



Zacks.com Page 2 of 2

1 .77 12/31 /07
7.44 09/30/07

0.94 06/30/07

11 .65 12/31!07
1 1.46 09/30107

1 1 .46 06!30!07

3.57
3.46

3,46

Quick Ratio Operating Margin

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

1281 !07

09/30807

06/30/07

- 12131/07

0,61 09!30,=Q7

0.60 06!30)07

- 12/31/07

0.39 09/30/07

0.43 06/30/07

6.22

6.16

6,18

Net Margin Pre-Tax Margin Book Value

12/31/07

09/30/07

06/30/07

- 12/31/07

8.84 09/30/07

8.09 06/30/07

. 12/31/07

8,84 09/30/07

8.09 06/30/07

15.85
15.94

inventory Turnover Debt-to-Equity Debt to Captial

12/31 !07

09jg0)07

G6!30/07

. 12/31107

9.17 09/30!07

9.30 06/30/07

- 12/31 £07
1 .00 09/30807

0.99 06/30/07

49.92
49.79

http://www.zacks.com/research/print.php?type=report8Lt=VVC 2/11/2008



ScorffadeXCEL ENERGY INC (nose)

XEL 20.58 v -0.03 T390 ETVal. 1,184,829(-0.15°°)

Zacks.com

Zacks.com Quotes and Research

General information
XCEL ENERGY INC
414 Nicollet Mali
Minneapolis, MN 55401
Phone: 612 330-5500
Fax: 612 830-2900
Web: www.xcelenergy.com
Email: Paul.A.Johnson@ xcelenergy.com

Xcel Energy Inc. is predominantly an operating public utility engaged in the generation, transmission and distribution
of electricity and the transportation, storage and distribution of natural gas, The company has two significant
subsidiaries, Northern States Power Company, a Wisconsin corporation, and NRG Energy, Inc.

industry
Sector:

Fisca! Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank
Yesterday's Close
52 Week High

52 Week Low
Beta

20 Day Moving Average

Target Price Consensus

=¢..-...,.....,.,,.... snvssrnsaav RESEARCH
F vrwen Rat f nys ,  8 lwearc8&Rlcawmmenusr lons

ZAC KS

December
12!31 /07
04!23/2008

UTIL-ELEC PWR
Utilities

20.61

25.03
19.59
0.72

2,947/012.50
23.67

14v

ERELJ 30-Day Closing Prices

x ¢s**

/€\

Iz2.s

122.u

121.5

123. a

l21.o

I2o.s

Page 1 of 2

0l~11-08 az-os-08'

% Price Change
4Week

12 Week

YTD

-8.64
-6.95

-8.68

% Price Change Relative to S&P sao
4 Week

12 Week

YTD

-3,86

1 ,he

0.72

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Dividend information
419.93 Dividend Yield

Annual Dividend
8,654.76 Payout Ratio

11.51 Change in Payout ?'*atio

06/02/1998 Last Dividend Payout / Amount

4.46%

$0.92

0.63

-0.03
12/24/2007 / $0.23Last Split Date

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.29
1 .51

5.20

04/23/2008

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.50
2.43

2.43

2.43

Fundamental Ratios

SalesGrowth
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

EPS Growth
13.65 vs. Previous Year

14.02 vs. Previous Quarter

2.62

36.36% vs. Previous Year
-46.48% vs. Previous Quarter:

5.53%

8.47%

Price Ratios
Price/Book

R O E R O A

1,40 12i31/07 10.59 12/31/07 2.84

http://www.zacks.com/research/print.php?type=report&t=XEL 2/11/2008
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Price/Cash Flow

Price J Sales

5.69 09/30/07

0.86 0S/30/07

10,10 09/30107

9.93 06/30107

2.70

2.65

Current Ratio Quick Ratio Operating Margin

12/31/07

G9!30!'7

06/30!'07

.. 1281/07

1 .07 09!30i07

0.87 oef3cvo7

. 12/31 /07

0.84 09/30/07

0.72 08/30/07

6.34

6.08

5.85

Net Margin Pre-Tax Margin Book Value

12/31/07

09/30/07

G6/30/07

_ 12/31 /07

8.65 09/'30/07

7.88 06/30/07

12/31/07

8,65 09/30/07

7.88 06/30/D7

14.68

14.66

Inventory Turnover Debt-to-Equity Debt to Captia!

12/31 /G7

0980:/07

G6/30/07

.. 12/31 /07

10.20 09/30/07

10.02 06/30/07

- 1281 £07
1 18 09/30!07

1 .10 06/30/07

53.65

52.03

http://www.zacks.com/research/print.php?type=report&t=XEL 2/11/2008





ATTACHMENT C



Treasury Security Yield Curve
6.00%

4.50%

3.00%

10
1.50/

°o 3 6 1 2 3 5
Mos. Years

30

/

FEBRUARY 1 5 _ 2008 VALUE SFIFCT]Q]\ Hz P A G E 4 2 89

Selected Yields

Recent
(2/06/08)

3 Months
Aga

(11/07/07)

Year
Ago

(2/07/07)

Recent

(2/06/08)

3 Months
Ago

(11/07/07)

Year
Ago

(2/07/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1)
3-month LIBOR

3.50
3,00
6.00
3.04
3.13

5.00
4.50
7.50
4.53
4.90

6.25
5.25
8.25
5.24
5.36

4.31
4.68
4.21
5.19

5 5 3
5.75
5,58
5 9 0

5.72
5.82
5.76
5.62

Bank CDs
2.30
2.39
2.86

2.83
3.55
3.90

3.27
3.86
3.91

5.54
6.12
6.02
6.20

5 8 1
5.89
6.07
6.15

5.56
5.79
5 8 1
6.07
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FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25l30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.97
6.02
6 2 2
6.3ll

5.04
5.07
5.01
4.65
4.66
2.36
4.76
4.71

3 9 1
4 2 1
'I 51
4.44

4.36
4 3 3
1.69
4.97

4 0 5
3.95
1.69
4.79

6-month
'I-year
5-year
U.S. Treasury Securities
3-morlth
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

3.25
3.30
3.17
3.28
3.90
1.56
4.35
4.38

3.94
4.15
4.10
4.25
4.56
2.29
4.80
4.80

Germany
Japan
United Kingdom
Preferred Stocks
Urilny A
Financial A
Financial Adjustable A

5 3 1
8.12
5 4 8

6.32
687
5.48

6.07
6 4 0
5.48

TAX-EXEMPT

4.44
4.80

4.48
4.77

417
4 5 6

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
5~year Aaa
5-YE8V A
10~year Ala
10»year A
25/30-year Ala
25/30-year A

2 8 8
2 9 2
3.19
3.49
3.61
3.90
4.26
4.37

3.38
3.48
3.48
3.58
3.76
4.26
48B
4.68

3.50
3.60
3.54
3.83
3.72
4.' l4
4.06
4 3 9

Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

4 4 0
4.40
4 6 5
4.65
4.50

4.67
4 6 5
4.85
4.83
4.68

4.50
4.44
4.55
4 5 8
4 4 2

Federal Reserve Data

BANK RESERVES
(Two-Week Period, in Millions, Not Seasonally Adjusted)

Recent Levels
12/5/07
1848
199

1649

12/19/07 Change
~675
3634
»4309

Average Levels Over the Last...

12 W ks. 26 Wks. 52 Wks.
1608 2125 1850

954 836 487
653 1290 1363

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

1173
3833
-2660

M O N E Y SUPPLY
(One-Week Period, in 8i/lions, Seasonally Adjusted)

12/17/07

Recent Levels

12/10/07 Change
.10.1

Growth

3 Mos.

Rates Over the

6 Mos.

Last...

12 Mos.

Mi (Currency-demand deposits)
MY (M1+savings+smaII time deposits)

1361.2
7460.2

13718
7456.6 3 6

-0.7%
46%

0.7%
5 6 %

-0.3%
6.2%

@2008, Value Line Publishing, inc. All rights reserved. Factual material is obtained from sources believed lo be reliable and is provided without warranties of any kind THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRGRS OR OMISSIONS HEREIN. This publication is strictly for subscribers own, noncommercial, internal use. No part of it may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service Cr product.
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NYSE-UNS 29.41RECENT
PRICE

PIE
RATIO 17.0(8:2::s§%£;3)88894551 1.06

DIVD
YLD 3 . 3 %

VALUE
LINE

13.9
10.4

19.3
11.1

26.0
13.8

20.8
13.7

24.9
16.0

24.9
22.9

34.8
24,3

37.5
295

40.0
27.6

High :
Low:

20.8
12.3

18.3
13.94TIMELINESS Raised al17107

sArETte 3 NeW12!31I04

TECHNICAL 2 Raised 2l1l08

BETA .60 (1.00-Market)

2010-12 PROJECTIONS
Ann'l Total

Return

8 %
N i l

Price Gain
High 3 5 (4 -20%
Low 2 5 ( -1 5 %

I n s i d e r D e c i s i o n s
M A M J J A S D N
0 0 0 0 0 0 0 0 0
1 0 4 0 0 1 0 0 2
1 0 4 0 0 0 0 0 1

in Buy
Uptiuns
to Sell

In s t i t u t io n a l  D e c is io n s
1m007 202007 302007

in Buy 87 73 5 6
w Sell 6 7 B1 87
HId's(00!)) 31380 30634 31 B80

4

/ , » - - -

TO .|..1"1¥1 I
I '| I

z011
LEGENDS

212.8 x Dividends I* sh
dlv»de.d bypntefes Rate
Relative. Ice Strength

1-[or-5 Rev splrl 5/96
Ogliunsz Yes . . .

haded area InWcales recess/an

I

Fl
|'

I
I  Ih lh . Iv, hr' I

111111
I
I I I I 11.111 I a

I
I Ill" ' I

Ill*' 111
111l11 Ill

.
|

»»- , iv

I

I

1 yr
3 yr.
5 yr.

as TOT. RETURN 12/07
VL ARITM.

INDEX
1.3

25.2
117.2

ems
STOCK

11.3
41 .2

108.5

»1
-w

-

/
r

I l » . I I 11.11., in' 111 H l.l..l
15
10
5

Percent
shares
traded i l lII x11l lllllI t HI

2002 2006
25.50

4 8 0

.97

.50

37.42

5 6 8

1,85

,as

3.36

1305

5.77

1859

33.58 3519

18,2

.go

2.8%

17,7

.96

2 6 %

B562

33.3

1315.9

69.2

33.7% 3B.B%

2.9%

81.5%

18.5%

72.9%

27.1%

236B.B

15584

2414.1

2259.6

2.5%

7 5 %

7.6%

5.9%

10.6%

105%

I I I I i
I I In In . l I II

illl!llll I'll l l l l IIIIIIII
2008 © VALUE LINE PUB. INC2007

38.65

5.40

1.60

.90

5.55

19.55

$5.70

18.4

.97

34%

13a0

57,0

39.0%

3.0%

68.5%

31.5%

2230

2320

5.5%

8.0%

B,0'/»

2004
34.13

5.29

1,31

.64

4.49

16.95

34.25

15,7

.go

2.6%

1169.0

4 5 9

42.5%

77.1%

22.9%

2540.3

2DB1.1

5 1 %

7.9%

7.9%

2005
35.26

5.21

1.30

,76

5 8 3

17,58

34.87

23,9

1.27

2.5%

1229.5

48.1

414%

2.2%

753%

24.7%

24949

2171.5

5.1%

7,5%

1 5 %

2001
43.12

5.41

1.79

.40

3.53

12.68

33.50

10.B

.55

2.1%

1444.7

60.9

43.8%

79.6%

204%

2081.3

1677.7

4.4%

14.3%

14.3%

2003
2B.71

5.20

1.30

.60

4.06

15.97

33.79

1 4 6

es

3.2%

9699

45,2

191%

2.2%

792%

203%

25B9.0

2059.2

4.9%

84%

B,4%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

114.58

d12.43

d28.05

19.56

d.30

d12.40

20.61

2.06

d.25

21,51

3.44

.65

20.87

4.58

1,70

22.28

6.82

3.76

22.71

5.29

2.60

23.83

3.48

.68

24.85

3 9 6

1.08

31.12

4.23

1.27

.32

8.75

d37.31

1.08

d1.19

1.50

d1.96

1.95

d1.31

1.84

.39

2.07

4.15

2.22

6.75

2 5 2

7.65

2.87

10.02

3.19

11.20

5.14 32.09 32.14 32.14 32.13 32.13 32.14 32.26 32.35 33.22

26.7

1.75

9.6

.64

4.3

.27

6.1

.35

23.3

1,21

10.8

.62

11.8

.77

2.1%

40.60

5.70

1.75

.06

Revenues per sh

"Cash FloW" per sh

Earnings per sh A

Div'd Decl'd per sh B  l  t

45.60

6.35

1.90

1.14

6.50

20.85

Cap'l Spending per sh

Book Value per sh c

7.75

22.25

35,20 Common Shs 0uts t 'g ° 37.70

Avg Ann'\ PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

16.0

1.05

3.8%

1470
53.0

Revenues ($mill)
Net Profit ($milI)

1720

71.0

39.0°/»
3.0%

Income Tax Rate

AFUDC % to Net Profit

39.0%

3.0%

67.0%

33.0%

Long-Term Debt Ratio

Common Equity Ratio

61.0%

39.0%

2245
2415

Total Capital ($milI)
Ne! Plant ($miII)

2290

2545

5.5%

8.5%

8.5%

Return on Total Cap'I

Recur on Shr, Equity

Return on Com Equity E

6.0%

8.5%

a,5%

729.9

83.6

768.7

21 .g

803.8

35.5

1033.7

26.3

45.6% 46.8% 32.9%

90.7%

9.3%

89.4%

10.6%

86.1%

13.9%

84.2%

15.8°/,

2322.3

1935.5

2320.6

1915.6

2340.5

1729.9

2362.4

1706.3

5.0%

38.5%

38.5%

2.5%

8.9%

8.9%

2.9%

11.0%

11.0%

2.5%

7.1%

7.1%

CAPITAL STRUCTURE as of 9130107
Tota l Debt $16072 mill. Due in 5 Yrs $1079.s mill.
LT Debt $15323 mi ll. LT Interest $145.6 mill.

Ind. $528.9 mill. capitalized leases.

1.5x)(LT interest earned:

Pension Assets-12/06 $176 mill. Obllg. $218 mill.

Pfd Stock None

Common Stock 35,338,420 she. as of 10/31/07
MARKET CAP: $1.1 billion (Mid Cap)

Avg. Indus. Revs. per 6 .60
2567
2792
63 .9
+2.6

6.50
2275
2458
64.6
+ ' . 1

Annual Load Factor (A

ELECTRIC OPERATING STATISTICS
2004 2 0 0 5

% Change Relail Sale (KwH) + 3 2 +3 .9
Avg. lndust Use (mpH*wH 3293 3 4 2 1

(¢l
Capacity at Peak (Mw
Peak Load Summers w}

% Change Customers yr-end]

2 0 0 6
+3 .7

3 4 3 1
6 .60

2 6 9 6
2 9 1 3
64 .0
+1 .8

1 3 1 1 5 7130Fixed Charge Cav. (%)

Pas t
10 Yrs.

5 . 0 %
1 .0%

-3.0%

Pas t Est 'd '04- '06
5 Yrs. lo '10-'12

1 .5°/ 4 . 0 %
3 . 5 % 3.0%
1.5% 4 . 0 %
NM F 7.0%
9 . 5 % 4 . 0 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue 3 2 .5 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

273.5

318.7

317.9

334.2

350

270.1

250.9

305.0

317.8

345

335.3
349.3

375.6

398.2

415

290.1

300.6

318.4

329.8

360

1169.0

1229.5

1316.9

1380

1470

Cal-
endar

EARNINGS PER SHARE A

Ma r . 3 1  J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2004

2005

2006

2007

2008

.37

.27

.28

.33

.35

.66

.49

j g

.66

.75

,OB

.65

.32

.47

.40

.18

d.11

.52

.14

.25

1.31

1.30

1 8 5

1.60

1.75

Cal-
e nda r

QUARTERLY DIWDENDS PAID B l T
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

.16

.19

.21

.225

.16

.19

.21

.225

.16

.19

.21

.225

.16

.19

.21

.225

.64

.76

.84

.90

385% 8.9% 11.0% 4.3%

39%

11.2%

22%

3B%

51%

4.6%

45%

4.1%

48%

3.2%

57%

6.1%

43%

3.5%

56%

3.5%

55%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

60%

coal, B1%, gas, 6%; purchased power, 13%. Fuel; 46% of electric

revenues, labor costs: 9%. '08 depreciation rate; 3.1%. Estimated

plant  age: 10 years .  Has 1,260 employees. Chai rman, Pres ident,

a nd CEO;  J a me s  S .  P i gna t e l l i .  I nc . :  AZ .  Addre s s :  One  So ut h

Church Ave. Suite 1820, Tucson, AZ 85701. Tel.: 520-BB4-3650. In-

temet; vrrww.unisourceenergy.com.

BUSINESS:  UniSource  Energy  Corp. ,  pa rent  o f  Tucson Elec t r i c

Power Company ,  supplies  e lec t r i c i ty  in Tucson,  Ar izona and the

surround. area (ser. area: 1,155 sq. mi les). Nonuti li ty  subsidiaries

engage in plant construct ion, fuel supply , and related businesses.

Revenue sources: res ident ia l,  44%; commerc ia l,  26%, industr ia l,

21%, o ther,  9% Copper mining is  la rges t  indus t ry  sewed.  Fue ls :

That, in turn, keeps pressure on fixed
charges, which have been barely earned
since 1997. Too, though a large percentage
of profits are being plowed back into
retained earnings, this account still had a
negative balance last September, 30th. Fi-
nally, UNS is having difficulty earning its
allowed return on equity. In view of these
negatives, we rate the company's Finan-
cial Strength a below-average C++.
Earnings should improve in 2008.
Planned and unplanned plant outages,
which took a toll in last year's first
quarter, are behind the company. UNS
should also benefit from an order on a fil-
ing for $9 million in higher posted gas
tariffs. In all, we think 2008 earnings will
rise 9% over last year's estimated $1.60 a
share. An order on the aforementioned
electric rate filing suggests a further gain
next year. The stock is untimely.
These shares offer an even balance of
pluses andminuses. Above-average divi-
dend growth prospects to 2010-2012 might
interest income-oriented investors. But
those of a conservative bent may hesitate
because of the company's weak finances.
Arthur H Medalist February 8, 2008

UniSource seeks higher rates, A 1999
agreement froze electric rates through the
end of 2008. As required by regulators,
UNS filed for new rates that would take
effect in January, 2009. It recommended
that the commission use one of three
methods in setting new tariffs. In all three
cases, transmission and distribution rates
are based on historic cost-based calcula-
tions. But rates for generated power are
figured differently under each approach.
In the first instance, charges would be
based on wholesale market prices. An al-
ternative ties rates to historic costs, sub-
ject to a separate charge. Either procedure
would raise annual rates by about 22%. A
third option blends the first two and re-
sults in lesser rates. All proposals reward
customers for energy conservation. An or-
der on the application will take effect .lan-
uary 1, 2009.
Financial indicators will remain weak
for a while. Though long-term debt has
been reduced steadily since 1996, it still
accounts for about 70% of total capital.
What's more, meaningful reductions are
unlikely for a while because of the need to
finance the capital spending program.

18.9
12 .3

Target Price Range
2010 2012

80

s o
50

40

30
25
20

15

10

__']_5

"0-12

C++

Sept. ,  and Dec.

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) EPS di luted. Next earnings report due late
Feb, Excl. nonrecur. aims (losses): '91,
$12.49),  '92,  18¢,  '93,  (041),  '98,  19¢,  '99,
1.35, '00, 48¢, '03, $2.00

e 2008, Value Line Publisher , Inc, All rights resewed
THE PUBLISHER IS NOT RE§PONSlBLE FOR ANY ERR
of it may be reproduced, resold, lured or Uansmined in any

(B) Divlds historically paid in early Mar., June, split, (E) Rate base: fair value. Rate allowed on
l Div'd reinvest. plan avail. t com. eq. in '94: 11.0%, earned on avg. com

Shareholder invest. plan avail. (C) Incl. if tang. eq,, `0S: 10.3% Regulatory Climate: Avg
In '06: $6.38/sh. (D) In millions, adjusted for

Factual material is obtained from sources believed to be reliable and is provided without warranties al any kind
ORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, non~commercial, internal use. No part
printed, electronic or other lord, or used for generating Ar marketing any printed or electronic publication, service or product
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TUCSON ELECTRIC POWER COMPANY
TEST YEAR ENDED DECEMBER 31, 2006
CAPITAL STRUCTURES OF SAMPLE COMPANIES

DOCKET no. E-01933A-07~04
SCHEDULE WAR - 9

LINE
NO. ALE PCT. LNT PCT. AEE PCT. AEP PCT.

DEBT $ 359.8 35.1% $ 2,651.3 62.9% $ 5,285.0 44.5% $ 12,429.0 561%

PREFERRED STOCK 0.0 0.0% 243.8 5.8% 18.0 0.2% 61.0 0.3%

COMMON EQUITY 665.8 64.9% 1 ,323.3 31.4% 6,583.0 55.4% 9,412.0 43.0%

TOTALS $ 1,025.6 100% $ 4,218.4 100% $ 11,886.0 100% $ 21,902.0 100%

CHG NST CV PCT. CNL PCT. ED PCT.

DEBT $ 337,889.0 38.8% $ 123.0 392% $ 619,341.0 40.9% $ 8,298.0 50.2%

PREFERRED STOCK 21,027.0 24% 12.0 3.8% 20,092.0 1.3% 213.0 1.3%

COMMON EQUITY 512,862.0 58.8% 179,0 57.0% 876,129.0 57.8% 8,004.0 48.5%

TOTALS $ 871,778.0 100% $ 314.0 100% $ 1,515,562.0 100% $ 16,515.0 100%

DTE NST EDE PCT. FE PCT. HE PCT.

DEBT $ 7,474.0 56.1% $ 462,437.0 497% $ 8,5350 486% $ 1,133,185.0 50.9%

PREFERRED STOCK 0.0 0.0% 0.0 0,D% 0.0 0,0% Q0 0.0%

COMMON EQUITY 5,849.0 43.9% 468,609.0 503% 9,035.0 51.4% 1,095,240.0 49.1%

TOTALS $ 13,323.0 100% s 931,046.0 100% $ 17,5700 100% $ 2,228,425.0 100%

IDA PCT. MGEE PCT. Nl PCT. NST PCT.

DEBT $ 928,648.0 45.2% $ 237,284.0 38,7% s 5,146.2 50.7% s 2,444,77/.0 80.1%

PREFERRED STOCK 0.0 0.0% 0.0 0.0% 0.0 0.0% 43,0000

COMMON EQUITY 1,124,183.0 54.8% 375,348.0 G13% 5,013.6 49.3% 1 ,5B2,563.0 389%

TOTALS $ 2,052,831.0 100% $ 612,632.0 100% $ 10,159.8 100% $ 4,0l/0,337.0 100%

PNM PCT. PNW PCT PPL PCT. PGN PCT

DEBT $ 1,765,907.0 509% $ 3,232,633.0 48.4% $ 6,7280 55.4% $ 8,8450 51.4%

PREFERRED STOCK 11,529.0 0.3% 0.0 0.0% 301.0 2.5% 93.0 0.5%

COMMON EQUITY 1,693v296.0 4B8% 3,446,116.0 516% 5,122.0 42.2% 8,286.0 48.1%

TOTALS $ 3,470,732.0 100% $ G,G78v749.0 100% $ 12,151.0 100% $ 17,224.0 100%

SCG PCT. SO PCT TE PCT. urL PCT.

DEBT $ 3,067.0 50.9% $ 12,503.0 508% s 3,212.6 65.0% $ 408,603.0 47.0%

PREFERRED STOCK 114.0 1.9% 744.0 30% 0.0 0.0% 0.0 0.0%

COMMON EQUITY 2,846.0 47.2% 11,371.0 45.2% 1,729.0 35.0% 460,5810 53.0%

TOTALS $ 6,027.0 100% $ 24,618.0 100% $ 4,941.6 100% s 869,184.0 100%

a c PCT. WC PCT.
ELECTRIC COMPANY SAMPLE

AVERAGE PCT. UNS PCT.

DEBT $ 1,208.0 50.7% $ 1,208.0 50.7% $ 44B,375.9 49.7% $ 1,759,941.0 72.9%

PREFERRED STOCK 0.0 0.0% 0.0 0.0% 3,748.0 O4% 0.0 0.0%

COMMON EQUITY 1,174.2 493% 1,174.2 49.3% 450,488.2 49.9% 654,149.0 27. 1 %

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
5B
59
60
61
62
63
64
65
66
G7
68
69
70
71
72
73 TOTALS $ 2,382.2 100% $ 2,3822 100% $ 902,612.1 100% $ 2,414,0900 100%

REFERENCE:
MOST RECENT SEC 10(k) FILINGS OR COMPANY ANNUAL REPORTS
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1 TESTIMONY

2 OF BEN JOHNSON, PHD.

On Behalf of3

4 The Residential Utility Consumer Office

Before the5

6 Arizona Corporation Commission

7

8 Docket No. E-01933A-07-0402

9 Docket No. E-01933A-05-0650

10

11

12 Introduction

13

14 Q~ Would you please state your name and address?

15 Ben Johnson, 3854-2 Killer Court, Tallahassee, Florida.

16

17 Q- What is your present occupation?

18

19

I am a consulting economist and president of Ben Johnson Associates, Inc.®, an economic

research firm specializing in public utility regulation.

20

21 Q-

22

23

Have you prepared an appendix that describes your qualifications in regulatory and

utility economics?

Yes. Appendix A, attached to my testimony, will serve this purpose.

24

25 Q- What is your purpose in making your appearance at this hearing?

26 Our firm has been retained by the Residential Utility Consumer Office ("RUCO") to assist with

A.

A.

A.

A.

1



1

z

3

4

5

6

7

RUCO's evaluation of the three methodologies proposed by Tuscon Electric Power Company

(TEP) for setting rates related to generating electricity.

Following this introduction, my testimony has four sections. In the first section, I briefly

summarize some of the history leading to this proceeding. In the second section, I summarize

the three rate setting methodologies proposed by TEP, focusing on the development of rates for

generation services. In the third section, I discuss several problems with TEP's tiling. In this

section I point out how TEP's forecasted rates are flawed, and could lead the Commission to the

8

9

10

11

wrong conclusion when evaluating the merits of TEP's proposed rate-setting methodologies. I

also discuss how market-based generation rates may result in rates that are not just and

reasonable - a problem that also applies to TEP's hybrid proposal. In the fourth and final

section, I summarize my conclusions and recommendations.

12

13 Q-

14

As background information, can you please briefly summarize the history of this

Commission's Electric Competition rules?

15

16

The Commission adopted its Electric Competition Rules (Rules) in 1996. [See, Decision No.

59943] The Rules were intended to "set forth a framework for the inevitable transition firm a

17

18

19

20

21

22

23

non-competitive to a competitive environment". [Id., p. 2]

Among other things, the Rules required TEP to file estimates of its stranded costs, and

required commission approval of any charges intended to recover stranded costs. [Rl4-2-

l607(G) and (H)] In September 1999, the Commission revised the Rules to require TEP to

divest its generation assets and to purchase its power for Standard Offer Service from the

competitive market. [Rl4-2-1615(A) and R14-2-1606(B)] The Rules also declare that rates set

by the market for competitive services are deemed just and reasonable. [Rl4-2-16ll(A)]

24

25

26

A.

2



1 Q-

2

3

4

5

6

7

8

9

10

11

12

13

14

15

Now, can you briefly summarize this Commission's efforts to foster competition as they

relate specifically to Tucson Electric Power?

On June 22, 1998 the Commission issued it's Stranded Cost Order, which required TEP to file a

plan for stranded cost recovery. [Decision No. 60977] On August 10, 1998, TEP filed its

Stranded Cost Recovery Plan. On June 9, 1999, TEP, RUCO and several other parties entered

into Settlement Proposal, which was intended to resolve various disputed issues concerning

TEP's proposed Stranded Cost Recovery Plan. [See, Decision 62103, p. 2] On November 30,

1999, the Commission adopted the Settlement Agreement, with modifications. [Decision

62103]

The Settlement Agreement required TEP to transfer its generation assets to a subsidiary

by December 31, 2002. [Settlement Agreement § 3.1] The Settlement Agreement also

reaffinned rate reductions of l percent in 1999 and again in 2000, and a rate freeze thereafter

through December 31, 2008. [Settlement Agreements 5.1] In exchange, the Settlement

Agreement provided mechanisms for the recovery of TEP's stranded costs, thereby shielding

TEP from the anticipated adverse financial impact of allowing competitors to supply electricity

16 in TEP's service area.

17

18 Q-

19

Can you explain how TEP's stranded costs were to be recovered under the Settlement

Agreement?

20 A.

21

22

23

24

25

26

Yes. TEP's frozen rates would include a fixed Competitive Transition Charge (CTC) and a

floating CTC. [Settlement Agreement § 2.l] The fixed CTC was set at 0.93 cents/kWh and

would terminate after recovery of $450 million of stranded costs, or on December 31, 2008,

whichever occurred first. [Id.] The floating CTC was intended to recover an estimated

additional $233 million in stranded costs. The floating CTC would be detennined in part by a

Market Generation Credit (MGC) based upon a market-index futures price. The MGC and CTC

were inversely related, an increase in the MGC results in a decrease in the CTC, and vice versa.

A.

3



1

2

3

4

5

In other words, the floating CTC would decrease as the market price of power increased (as

estimated by the MGC market index). The Settlement Agreement acknowledged that the

floating CTC could actually be negative, if short term wholesale prices increase, in which case

"the negative value would be credited to the customers' monthly bill". [Decision 62103, p. 5]

The Settlement Agreement provides for termination of the floating CTC on December 31, 2008.

6 [Id]

7

8 Q-

9

Are there any other major provisions of the Settlement Agreement that you would like to

mention at this point?

10 Yes. The Settlement Agreement also provided for a review of TEP's rates in 2004. The purpose

11 was to facilitate a Commission investigation into whether TEP's Standard Offer rates, or its

12 overall unbundled rates had been set too high, and should be reduced. [Settlement Agreement, §

13 5.2]

14

15 Q- Can you now discuss the next significant event leading up to this proceeding?

16 A. On September 10, 2002 the Commission issued its "Track A Order", which modified portions of

17 the Rules and Decision 62103. [Decision No. 65154] Specifically, the Track A Order granted

18 TEP a waiver from the requirement to divest its generation assets and the requirement to

19 purchase energy on the competitive market. [Id., pp. 32-33] The Commission stated:

20
21
22
23
24
25
26
27
28
29
30
31
32
33

In retrospect, it was a good idea to delay divestiture and competitive
procurement in the APS and TEP Settlement Agreements, given what has
happened in the last two or so years, including the experience in California, the
market volatility and illiquidity, and the lack of public confidence in the
transition to electric deregulation and ability of regulators to prevent price
spikes, ensure reliable service, and prevent bankruptcies. Even today, there is
not agreement amongst economists, much less regulators, as to why ...what
happened in California, happened, and how to prevent a similar or related
occurrence.

It is clear that the Commission and all parties expected benefits from
retail competition, yet there is no active retail Competition, so actual benefits
are still unknown. It is said dirt consumers will benefit from wholesale
competition, but not without the proper market structure and regulatory
framework that will support it. It was anticipated that at the time that APS and

A.

4



1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16

TEP divested, ESPs would be providing direct access to retail customers. In
actuality, no retail competition exists, market power is held by the incumbent
utilities; no RTO is in effect; transmission constraints exist that potentially
exacerbate market abuse, the GAO has issued a negative report on FERC's
ability to manage competitive markets; both TEP and APS recognize a problem
- one wants to postpone its divestiture while the other is affected by its parent's
and affiliates' adverse financial considerations, proposed new generation may
be cancelled if it is not able to find a market, more protections are needed
against self-dealing and inappropriate affiliate transactions; and investigations
are ongoing into market manipulations and improprieties. Contrary to what APS
argues, these changes relate to the question of divestiture, especially to our
willingness to transfer our ratemaldng jurisdiction over generation assets to
FERC, given its recent history regulating the wholesale market and the
conclusions contained in the recent GAO report. [Id., p. 22]

17 Q- Have the Commission's Competition Rules also been the subject of some controversy?

18 Yes. Various parties challenged the Rules, and several Certificates of Convenience and

19

20

21

22

23

24

25

26

27

28

29

30

31

32

Necessity (CC&Ns) that were issued to potential competitors pursuant to the Rules. Primarily at

issue was Rule R14-2-l6ll which provides: "Market determined rates for Competitive

Services, as defined in R14-2-l60l shall be deemed to be just and reasonable."

In resolving this dispute, the Court of Appeals of Arizona noted that the Arizona

Constitution requires the Commission to "prescribe just and reasonable rates and charges to

be made and collected by public service corporations" and to "ascertain the fair value of the

property within the State of every public service corporation doing business therein." [Phelps

Dodge v. AEPCO, 83 P.3d 573, ii 18 (App. 2004)] The Court of Appeals concluded that the

Commission violated these portions of the Arizona Constitution by approving CC&N's for

competitive electric providers without first determining and considering fair value. [Id., ii 24]

As well, the Court rejected the Commission's sweeping replacement of traditional ratemaking

principles with market-based pricing, concluding that "the Commission may not abdicate its

constitutional responsibility to set just and reasonable rates by allowing competitive market

forces alone to do so". [Id., 1132]

33

34

A.

5



1 Q-

2

Previously you mentioned that TEP's rates were supposed to be reviewed in 2004. Did

that review occur?

3

4

5

6

7

Yes. In 2004 TEP filed the rate review required by Decision No. 62103, claiming a revenue

deficiency of $111 million. The Staff, RUCO and other parties disputed TEP's alleged revenue

deficiency, contending that this computation was greatly overstated. However, no party

concluded that TEP was over-earning, which was the key issue under consideration. Hence, the

proceeding was suspended and no action was taken by die Commission.

8

9 Q- What happened after the 2004 rate review?

10

11

12

13

14

15

16

17

18

19

20

21

In 2005, TEP filed a Motion for Declaratory Order, seeking clarification of whether TEP would

be entitled to charge Standard Offer generation rates based on the MGC in 2009 and beyond.

After several parties tiled opposition to the Motion for Declaratory Order, the Administrative

Law Judge issued a procedural order suggesting TEP file its request for relief in a different

form. TEP then filed a Motion to Amend Decision No. 62103. That Motion was assigned

Docket No. E~01933A-05-0650. In April 2006, the Commission issued Decision No. 68669,

which ordered that a hearing be held to consider amending Decision No. 62103 and the

Settlement Agreement. TEP then filed testimony in which it claimed that the Settlement

Agreement provided that TEP could begin charging market-based rates beginning in 2009 in

accordance with the MGC provisions of the Settlement Agreement. TEP's testimony also

presented two proposals for generation rates beginning in 2009, a market-phase in proposal and

a traditional cost of service proposal that included an $850 million regulatory asset.

22

23 Q. What was RUCO's position on TEP's Motion to Amend Decision No. 62103?

24

A.

A.

A. RUCO opposed TEP's claim that die Settlement Agreement required the use of the MGC

mechanism to establish Standard Offer generation rates in 2009. RUCO also opposed the two

alternatives TEP had proposed, and suggested that the Commission should establish rates based



1

2

3

4

5

on a traditional cost of service rate case, to be effective in 2009. RUCO filed testimony and a

legal memorandum in support of its positioN. Other parties likewise disagreed with TEP's

contention that generation rates for Standard Offer service would be based on the MGC in 2009.

During the hearing on the Motion to Amend in March 2007, TEP offered another alternative for

setting generation rates based on a hybrid of cost-based and market-based rates.

6

7 Q- What was the disposition of TEP's Motion to Amend?

8

9

10

11

12

The Commission issued Decision No. 69568 in May 2007. The Commission did not decide the

issue of how rates would be established in 2009, but ordered TEP to file a rate application that

included all of its rate proposals for side-by-side comparison. The Commission ordered that the

rate application would be consolidated with the docket on the Motion to Amend. In July 2007,

TEP filed the rate application that is the subject of my testimony,

13

14 Q. How does your testimony differ from that RUCO offered in response to the Motion to

15 Amend?

16

17

18
\

19

20

The testimony and legal memorandum RUCO presented in the Motion to Amend docket

explained why the Commission was not required to establish TEP's rates based on the MGC

methodology beginning in 2009. My testimony is meant to evaluate the relative merits of TEP's

various proposals based on the assumption that the Commission agrees it is not required to use

the MGC methodology as TEP has claimed it is.

21

22

23

24

1

2

3

4

1 Direct Testimony of Marylee Diaz Cortez, filed January 7, 2007 in Docket No. E-0933A-05-0650 (with attached
legal memorandum); and Surrebuttal Testimony of Marylee Diaz Cortez, filed February 8, 2007 in the same
docket. Ms. Diaz Cortez also testified at the hearing in March 2007. The entire record in Docket No. E-01933A-
05-0650 has been consolidated with the Rate Application, per Decision No. 69568.

A.

A.

7



1 TEP's Generation Proposals

2

3 Q-

4

Could you now summarize TEP's proposals regarding the treatment of generation assets

and its proposals for rates related to generating electricity?

5 A.

6

7

TEP proposes three different rate making methodologies, which differ in their treatment of

TEP's generating plants, and in the development of rates related to generation. The methods are:

the "Market Methodology", the "Cost-of-Service Methodology", and the "Hybrid

8 Methodology" .

9

10 Q- Can you briefly describe TEP's proposed Market Methodology"

11 Yes. TEP claims that, beginning January 1, 2009, it is entitled to charge market-based rates for

12 generation service?

13
14
15
1 6
17
18

1 9

TEP has presented the Market Methodology to the Commission because it
believes that when the rate increase moratorium in the 1999 Settlement
Agreement is lifted on January 1, 2009, it is entitled to (i) a rate increase for
transmission and distribution service, and (ii) charge rates for generation service
based upon the market-based methodology set forth in the 1999 Settlement
Agreement. [Pignatelli Direct Testimony, p. ii]

20

21

22

23

24

25

The Market Methodology put forward by TEP is premised on this interpretation of the 1999

Settlement Agreement. TEP seems to be claiming it has a legal right to charge customers for

generation based on a "market-based proxy, the Market Generation Credit ("MGC")" as set

forth in the 1999 Settlement Agreement". TEP's support for its Market proposal is based almost

entirely on its legal theory and its claims concerning the 1999 Settlement Agreement. In its

direct case, TEP made no real effort to demonstrate that its Market proposal is in the public

26

27

28

interest, treats customers fairly, or results in fair and reasonable rates.

While TEP claims it is entitled to charge market-based rates consistent with its Market

proposal, it does provide two alternatives for Commission consideration. The Cost-of-Service

2 As discussed above, RUCO disagrees with TEP's position and has set forth the basis for that disagreement in Docket No.
E_01933A-05-0650.

A.

8



1

2

and Hybrid Methodologies are presented to "help the Commission evaluate our proposals for

amending the 1999 Settlement Agreement and Decision No. 62103 in furtherance of settlement

3 discussions and negotiations among the parties to the 1999 Settlement Agreement". [Id., p. 7]

4

5 Q~ How would rates for transmission and distribution services be developed under the

6

7 A.

Market Methodology?

Transmission and distribution rates would be based on a traditional cost of service approach

8

9

recovering TEP's actual costs and allowing it to earn a fair return on the transmission and

distribution portion of its fair value rate base. [See, Id., p. i]

10

11 Q. Can you now explain how rates for generation service would be determined under the

12 Market Methodology?

13 Under the Market Methodology, TEP proposes to set prices for generation service using the

14 MGC computations set forth in its Settlement Agreement.

15
16
17
18
19
20
21
22

Market prices for generation service would be calculated using the existing
Market Generation Credit ("MGC") rate schedule (Rate Schedule MGC-1) from
TEP's 1999 Settlement Agreement as modified by Decision No. 65754 (March
20, 2003). This Schedule is attached to my testimony as Exhibit DGH-l1, and
incorporated herein. This MGC value is derived from a Palo Verde market index
published by Platts, a McGraw-Hill publication. [Hutchins Direst Testimony, p.
47]

23

24

25

26

The Settlement Agreement provides that the MGC is calculated 30 days prior to each calendar

estimation month using the most recent 3 day average of the Platts Long-Term Forward

Assessment for Palo Verde Forward prices. [See, Schedule MGC-l , p. 2] These are "spot"

prices for large blocks of electricity transferred from one utility to another on a short tern basis.

27

28 Q- Are there any other aspects of the Market Methodology you would like to mention at this

29 point?

30 Yes. There is one other point I would like to mention. Under the Market Methodology, TEP's

A.

A.

9



1

2

3

rate base would include an Implementation Cost Regulatory Asset (ICRA) of $14.2 million to

recover "direct costs incurred to implement competition in compliance with the 1999 Settlement

Agreement". [Id., p. 5] The largest component of the $14.2 million ICRA is computer software

4 costs. [Kissinger Direct Testimony, p. 8] The $14.2 million ICRA also includes costs incurred

5

6

by funding and developing two entities (Desert Star and WestConnect) which were formed to

provide more open access to the Arizona transmission grid. [Id., p. 10] Other costs include

7 consulting fees, and accounting, legal, administrative, and payroll expenses. [Id., pp. 8-10]

8

9 Q- What is the rate impact of TEP's proposed Market Methodology?

10 A.

11

By the Company's calculations, the Market Methodology would result in an immediate 21 .9%

increase "based on current projections for wholesale market power prices". [TOP Application, p.

12 2]

13

14 Q~ Can you now summarize TEP's proposed Cost-of-Service Methodology?

15 If the Commission rejects the Market Methodology (Ag. because it would result in

16 unreasonably high rates), TEP nevertheless wants a rate increase of a similar magnitude. It

17

18

19

20

proposes to accomplish this by implementing a modified version of traditional rate making.

Nominally, transmission, distribution and generation rates would all be based on cost of service

principles. [Id.] Significantly, however, TEP proposes to include both a $47.5 Million ICRA in

its rate base, and to recover an additional $788 million which it refers to as a Termination Cost

21

22

Regulatory Asset (TCRA) [Id., p. 7]. The effect of the proposed TCRA, if approved, would be

to increase rates to nearly the same level as its Market proposal.

23

24 Q- What is included in the $47.5 million ICRA?

25

26

The $47.5 million ICRA includes the $14.2 million discussed previously, plus additional costs

that TEP incurred in buying out certain coal contracts, and refinancing costs associated with

A.

A.

10



1 certain generation assets. [Id., pp. ll-12]

2

3 Q~ Can you now explain the $788 million TCRA?

4 TEP claims that the TCRA reflects it's estimate of the "financial impact of meeting its

5 obligations under the 1999 Settlement Agreement and transitioning back to cost-of-sewice

6 ratemaking in 2009". [TEP Application, p. 7] The TCRA would be recovered through a TCRA

7 Charge at an average rate of $0.0126 per kph. [Id.] TEP explains the TCRA as follows:

8
9

10
11
12
13
14
15
16
17
18
19
20
21
22

23

The TCRA represents economic hand that will have been suffered by TEP if the
1999 Settlement Agreement is not honored and generation service rates are
based solely on cost-of-service principles. The TCRA will place TEP in the
position it would have been but for the 1999 Settlement Agreement. The amount
of the TCRA included in the Company's rate request under the Cost-of-Service
Methodology is $788 million, which is based on the $111 million revenue
deficiency proved in the 2004 Rate Review. Applying this revenue deficiency,
the Company has determined that it will have foregone revenues in an amount
that will reach $788 million by May 2008. The cumulative balance of the
foregone revenues will grow to $921 million by December 2008. However,
because TEP believes that the continuation of the collection of CTC revenues
beyond May 2008 is a partial mitigation of the losses that TEP has suffered as a
result of the 1999 Settlement Agreement not being honored in iiull, the
Company is proposing the lower $788 million balance for the TCRA. [Pignatelli
Direct Testimony, p. 20]

24 Q- Are there any other aspects of TEP's proposed Cost-of-Service Methodology that you

would like to mention?25

26 Yes. Under this methodology TEP is proposing to implement a Purchased Power and Fuel

27 Adjustment Clause (PPFAC). Mr. Pignatelli explains:

28
29
30
31
32
33
34

TEP does not currently employ a PPFAC. However, in light of the volatile fuel
and purchased power costs experienced in recent years, TEP should have a
PPFAC mechanism in place to provide for the timely recovery of fuel and
purchased power costs incurred in serving its customers. A PPFAC would serve
the best interests of TEP and its customers. [Id]

Mr. Hutchins further explains:

35
36
37
38

TEP relies on significant quantities of natural gas and purchased power to meet
its retail load. Although TEP has served the majority of its load with company-
owned generating resources, it relies on natural gas and purchased power to
meet a growing percentage of its customer demand. This gas and power is

A.

A.
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1
2

3
4

purchased at market prices, so TEP should be allowed to recover these costs.
[Hutchens Direct Testimony, p. 30]

In addition, TEP proposed that its Certificate of Convenience and Necessity ("CC&N") be

5 restored to its fanner exclusive status.

6

7 Q- What is the rate impact of TEP's proposed Cost-of-Service Methodology?

8

9

10

11

By the Company's calculations, the Cost-of-Service Methodology would result in a 23.0%

increase "based on current expectations for future power supply costs". [TEP Application, p. 3]

As I will discuss later in my testimony, a large portion of this proposed increase is directly

aMbutable to the proposed TCRA.

12

13 Q~ Can you describe the Company's proposed Hybrid Methodology?

14 TEP's Hybrid Methodology selectively combines elements of the Cost of Service and Market

15 Methodologies. Under this approach, transmission, distribution and some generation rates

16 would be based on traditional cost of service principles. However, TEP's interest in certain

17 generation assets would be removed from rate base and designated as wholesale assets. [Id.]

18
19
20
21
22
23
24
25
26

27
28

The assets excluded from rate base under the Hybrid Methodology are (i) the
Company's interest in Navajo Generating Station Units 1, 2 and 3, and (ii) the
Company's interest in Four Corners Generating Station Units 4 and5 (the
"excluded generation assets"). These excluded generation assets will be
dedicated to wholesale market transactions, although the power could be used to
supply TEP's retail customers at prices reflecting wholesale market conditions.
In that circumstance, the cost to supply TEP's retail customers from those
excluded generation assets would be recovered through the PPFAC and not base
rates. [Id., p. 7]

29

Notably, TEP is not seeking recovery of any portion of the proposed $788 million TCRA under

its proposed Hybrid Methodology, although it does seek recovery of the full $47.5 Million

30 ICRA. The Hybrid Methodology also includes a PPFAC. [Pignatelli Direct Testimony, p. ii]

31

32

33

Further, TEP proposes that if its Hybrid Methodology is adopted, TEP's exclusive CC&N would

be partially restored. Specifically, TEP proposes that only customers with a demand in excess

of MW would be pennitted to obtain generation service from a competitive provider.

A.

A.

12



1 Q.

A.

What is the rate impact of TEP's proposed Hybrid Methodology?

2

3

4

5

6

By the Company's calculations, the Hybrid method would result in a 14.9% increase "based on current

expectations for future power supply costs". [TEP Application, p. 3] This is much less than the impact of

the Cost of Service Approach, primarily because the Hybrid Approach doesn't include the TCRA. It is

less than the impact of the Market Approach, because fewer generating plants would be moved out of the

rate base and thus a larger portion of its generation-related rates would continue to be based on

traditional rate setting principles - a much smaller fraction of its generating costs would be tied to the

MGC calculations.

7

8

9

10

11

12

Q- Has TEP provided a comparison of the rate effects of the three different methodologies?

13

14

15

Yes. In response to Staff data request 5.11, TEP provided a forecast of unbundled rates for the three

methodologies for the years 2009 through 2015, in comparison to the test year unbundled rates. As

shown in the following table, TEP's total test year unbundled rates were 8.42 cents per kph. Total 2009

rates under the Cost-of-Service, Market arid Hybrid Methodologies are forecast to be 23.4%, 21.4% and

15.3% greater than the current unbundled rates, respectively.

16

¢ l kph
Distribution
Transmission
Must-Run & Ancillary
Fixed CTC
Floating CTC
MGC
DSM
Generation Non-Fuel
PPFAC
TCRAC
Total

TEP'S
Test
Year
1 .98
0.78
0.64
0.97

(2.67)
6.66
0.06

NA
NA
NA

8.42

2009 Forecast Rates
Cost of
Service

1 .58
0.70
0.55

NA
NA
NA
NA

2.99
3.31
1 .26

10.39

Market
1.58
0.70
0.55

NA
NA

7.39
NA
NA
NA
NA

10.22

Hybrid
1 .58
0.70
0.55

NA
NA
NA
NA

2.62
4.25

NA
9.71

Percent Increase 23.4% 21 .4% 15.3%

18

19

A.

13



1

2

3

As shown in the following table, total 2015 rates under the Cost-of-Service, Market and Hybrid

Methodologies are forecast by TEP to be 34.5%, 16.6% and 25.0% greater than test year rates,

respectively.

4

¢ I kph
Distribution
Transmission
Must-Run 84 Ancillary
Fixed CTC
Floating CTC
MGC
DSM
Generation Non-Fuel
PPFAC
TCRAC
Total

TEP'S
Test
Year
1 .98
0.78
0.64
0.97

(2.67)
6.66
0.06

NA
NA
NA

8.42

2015 Forecast Rates
Cost of
Service

1.58
0.70
0.55

NA
NA
NA
NA

2.99
4.24
1.26

11.33

Market
1 .58
0.70
0.55

NA
NA

6.99
NA
NA
NA
NA

9.82

Hybrid
1 .58
0.70
0,55

NA
NA
NA
NA

2.62
5.07

NA
10.53

Percent Increase 34.5% 16.6% 25.0%

6

7

8

9

10

This forecast suggests the market approach will be less onerous in future years than it is initially.

However, this is tied to the forecast (or assumption) that the MGC will only slightly increase from the

test year level of 6.66 cents to 6.99 cents in 2015. Needless to say, there is no assurance that this

forecast will come to pass. If natural gas prices continue to escalate, or growth in demand for electricity

in California and the Western United States outstrips growth in new supply, spot market prices at Palo

Verde could increase dramatically, causing the MGC to escalate far above the level shown in this11

12 forecast.

13
14
15

16
17

18
19
20

21
22

23

14



1

2

Critique of TEP's Generation Proposals

3 Q-

4

5

Let's turn to the next section of your testimony. As you offer your critique of TEP's

proposals regarding generation rates, to what degree do you consider the aspects of TEP's

proposals relating to the exclusivity of its CC&N?

6

7

8

9

10

11

12

My comments below are applicable to the aspects of TEP's proposals relating to the pricing of

generation regardless of whether the Commission were to decide to restore any exclusivity to

TEP's and CC&N. Essentially, I have set aside those aspects of TEP's proposal relating to its

CC&N, and I am evaluating only the generation pricing of its proposals. I understand that the

issue of whether the Commission wants to maintain a competitive retail generation market

structure is under consideration in other dockets, and I do not believe that it would be necessary

13

14

15

16

17

18

19

20

for the Commission to resolve that issue for TEP in this proceeding. The determination of how

TEP's Standard Offer Service is priced is not dependent on any particular resolution of the

CC&N question, and any ofTEn's pricing mechanisms could theoretically exist whether TEP's

CC&N was exclusive or not. While I recognize that the issue of whether the Commission will

permit retail electric competition is a significant one, the Commission can evaluate TEP's

proposed generation pricing alternatives without having decided whether retail competition will

be permitted or not. I recommend that the Commission not make a decision on the iiiture status

of TEP's CC&N in this proceeding.

21

22 Q.

23

Can you briefly identify some of your concerns with respect to TEP's proposals relating to

market-based generation rates?

24

25

26

27

Yes. TEP's proposed Market Methodology is based on some incorrect assumptions -- that it is

entitled to charge market-based generation rates, and that the resulting rates will be just and

reasonable. Moreover, TEP's forecast rate comparisons are flawed, and could lead the

Commission to incorrect conclusions when evaluating the relative merits of the the proposals.

A.

A.

15



1

2

3

4

5

Finally, TEP's Market Methodology will result in widely fluctuating rates that can easily exceed

levels that are just and reasonable. And, even if rates were to average out to a reasonable level

over a long period of time (something that has not been demonstrated), the very fact that the

rates would fluctuate so widely from month-to-month and year-to-year is a reason for

concluding that the proposed Market-based rates would not be just and reasonable.

6

7 Q.

8

Can you briefly explain your first concern, TEP's assumption that it is entitled to charge

market-based generation rates?

9

10

11

12

13

14

15

16

TEP contends that it has the right to charge customers for electrical generation on the basis of

the MGC formula set forth in the 1999 Settlement Agreement. Since it assumes it already has

the right to do this, TEP makes little or no effort to argue that this is would be fair, or that the

resulting rates would be just and reasonable. As the Commission knows, RUCO strongly

disagrees with this assumption. As explained in various pleadings submitted to the

Commission, RUCO has a fundamentally different interpretation of the 1999 Settlement

Agreement, and, even if TEP's interpretation had some validity, it would not negate the need to

demonstrate that the resulting rates will be just and reasonable .- something TEP has not even

17 attempted.

18

19 Q- Doesn't the MGC portion of the 1999 Settlement Agreement expire on December 31,

20 2008?

21

22

23

24

25

26

Yes, it certainly appears that way to me in my reading of the Agreement as a non-lawyer. The

purpose of the MGC was to develop the floating CTC, and under the terns of the Settlement

Agreement, the floating CTC will expire on December 3 l, 2008. Logically, after the CTC

expires, the MGC will become unnecessary, and thus the provisions relating to the MGC would

become moot. I don't see any provisions in the Settlement Agreement that specifically

contemplate using the MGC for any purpose other than developing the floating CTC .

A.

A.

16



1 Q- Does TEP agree that the Settlement Agreement calls for the expiration of the MGC at the

end of 2008?2

3 A. No. TEP contends that the Settlement Agreement is silent as to the expiration of the MGC .

4

5

6

7

8

9

10

11

12

13

14

15

"While the Floating CTC terminates on December 31, 2008, the agreement set no expiration

date for the MGC rate". [Pignatelli Direct Testimony, p. 14] Perhaps more importantly, TEP

claims that the MGC is of general applicability - it isn't simply a component used in computing

the floating CTC, and that the Settlement Agreement "requires TEP to charge the MGC rate for

generation service". [Id.1

In searching the text of the Settlement Agreement, I did not find any references to the

MGC except in the section 2, "Stranded Cost Recovery" (pages 4-7 of Attachment No. l to

Decision 62103). For instance, it says: "The Floating CTC shall be calculated using a Market

Generation Credit CMGC") methodology and will terminate on December 3 l , 2008."

Similarly, I did not find any statement in the Settlement Agreement concerning how standard

offer generation service would be priced, or that prices would be based on spot market prices.

In fact, at page 8, under Section 4 Unbundled Rates, there is a provision that states

16
17
18
19
20

21
22

TEP's rates shall be fully unbundled into separate charges for: (a) distribution,
(b) transmission; (c) metering: (d) billing; (e) ancillary services; (i) fixed must-
nm generation, (g) system benefits, and (h) standard offer generation, the sum
of TEP's standard offer which shall not exceed a customer's current bundled
rates.

23

24

25

26

27

This language certainly doesn't provide support for the view that the Settlement Agreement

mandates a substantial increase in rates above the then-existing level of bundled rates. To the

contrary, my impression of this language as a non-lawyer is that the intent was to ensure that

standard offer customers (those who continue to purchase energy from TEP) would not face

any increase in their rates as a result of the unbundling process or other provisions of the

Agreement.

28

29

17



1 Q-

2

3

4

5

Can you explain your concern that TEP is simply assuming that rates under its market

approach would be fair and reasonable?

Yes. Even if one interpreted the Settlement Agreement as the Commission's expression of

support for Standard Offer rates being based on market-priced generation, this policy does not,

and cannot, override the constitutional requirement for fair and reasonable rates. Nor does a

6 policy preference for competition automatically ensure that competition will, in fact, exist. Nor

7

8

9

10

is there anything about this policy that would require the Commission to adopt TEP's proposed

"market" approach.

It is clear from the decision of the Court of Appeals in the Phelps Dodge case that the

Commission is responsible for ensuring that all of the rates charged by TEP are just and

11 reasonable ,- including generation rates. The Commission has broad discretion in deciding

12

13

14

15

16

17

whether to implement competitive retail generation rates, but any such action to move in that

direction must be consistent with the requirements of the Arizona constitution - the

Commission must ensure that rates remain just and reasonable. Yet there is no assurance that

market prices will be just and reasonable. The Commission cannot simply assume that market

rates will satisfy the just and reasonable standard, particularly under a proposal that will result

in a substantial increase in rates above levels that were previously found to be just and

18 reasonable.

19

20 Q-

21

Can you now explain how TEP's rate forecasts might lead the Commission to the wrong

conclusion regarding the relative merits of each approach?

22

23

24

25

26

Yes. As I explained earlier, TEP estimates that its proposed Market, Cost-of-Service and Hybrid

methods will result in rate increases of 21.9%, 23.0% and 14.9%, respectively. TEP's rate

comparisons give the impression that the Hybrid approach is less costly for consumers. The

hybrid approach appears to be the most favorable because it doesn't include the $788 million

TCRA. The Cost of Service approach would show even lower costs, if the TCRA were excluded

A.

A.

18



1

2

3

4

5

from that approach as well. Clearly, these comparisons hinge on the relevance, appropriateness,

and magnitude of Me TCRA. If the TCRA were rejected the comparison would shift in favor of

the cost of service approach, similarly, even if the concept of a TCRA were accepted, but TEP's

calculations were rejected, and a much smaller TCRA were approved, the comparison would

look strikingly different.

6

7 Q- Are there other flaws in TEP's comparison of forecast rates?

8

9

10

11

Yes. The rates forecast by TEP under each of its proposed methodologies are based upon a

particular view of disputed facts, and they are based on a particular set of market projections,

and they do not adequately portray the potential for significantly different outcomes, depending

on future market volatility and uncertainties.

12

13 Q.

14

Can you please explain how the forecast rates are based on the Company's particular view

of disputed facts?

15

16

17

18

19

20

21

22

23

24

25

26

Yes. Key components of each forecast are dependent on a variety of different revenue

requirement and ratemaking calculations that are disputed by other parties. These disputes are

particularly significant with regard to the proposed TCRA that TEP proposes to include as part

of the Cost-of-Service Methodology. 'The TCRA is based entirely on calculations that are

inherently controversial and speculative. As TEP's witness explains, the $788 million TCRA "is

based on the $1 ll million revenue deficiency proved in the 2004 Rate Review". [Pignatelli

Direct Testimony, p. 20, emphasis added] However, the $1 ll million revenue deficiency was

merely alleged by TEP, it was never proven, nor did the Commission ever make any findings of

fact concerning the existence, or magnitude of a revenue deficiency at that time. In fact, the

Staff and RUCO provided evidence which suggested a revenue deficiency of $1 ll million did

not exist. To the extent these other parties believed a revenue deficiency existed, they believed

it was significantly less than the amount claimed by TEP. The Commission concluded that

A.

A.

19



1 proceeding without making any determination regarding TEP's revenue requirements.

2

3 Q-

4

5

6

What would be the effect of removing the TCRA from TEP's cost of service rate forecast?

As shown in the table below, removing the TCRA would bring rates down to levels that are

much closer to the existing rates. Rates would increase by 8.4% in 2009, gradually trending up

to a total l9;5% increase by 2015. It should be noted that these calculations assume that TEP

7

8

9

10

prevails on all disputed revenue requirement issues, and that the proposed PPFAC is accepted -

contrary to RUCO's recommendations in this proceeding. If RUCO's positions were adopted

instead, rates would be substantially lower throughout this time period, and much closer to the

existing level of rates.

11

¢ / kph
Distribution
Transmission
Must-Run & Ancillary
Fixed CTC
Floating CTC
MGC
DSM
Generation Non-Fuel
PPFAC
Total

TEP's Cost of Service Forecast Rates
Test Year 2009 2012 2015

1.98 1.58 1.58 1.58
0.78 0.70 0.70 0.70
0.64 0.55 0.55 0.55
0.97 NA NA NA

(2.67) NA NA NA
6.66 NA NA NA
0.06 NA NA NA

NA 2.99 2.99 2.99
NA 3.31 3.72 4.24

8.42 9.13 9.54 10.07

Percent Increase 8.4% 13.3% 19.5%

13 Q~

14

Can you please comment on TEP's request that it be "compensated" for harm it allegedly

suffered as a result of the 1999 Settlement Agreement - the underlying premise of the

15 TCRA proposal?

16

17

18

Yes. TEP's TCRA calculations are based purely on its perspective, without considering the

perspective of customers. The Court of Appeals inPhelps Dodge has clearly stated that a "just

and reasonable" analysis must ensure that rates are fair to both consumers and the regulated

A.

A.

20



1

2

3

4

5

6

7

8

Company.

Even if the Commission were willing to compensate TEP for any impacts of a perceived

failure to abide by the 1999 Settlement Agreement, it should not rely on TEP's claims

concerning its revenue deficiency during past years. Those calculations are highly speculative

and they are inconsistent with the analogous calculations developed during the 2004 rate review

by the Staff and other parties. There is simply no way of knowing whether, in the absence of

the rate freeze provided by the 1999 Settlement Agreement, the Commission would have

approved a rate increase during this time period, and if so what the magnitude of such an

increase would have been.9

10

11

12

13

14

15

There is no "entitlement" to increase rates in the future merely because TEP believes

rates were too low in the past, or that a revenue deficiency existed during portions of the time

period when its rates were frozen. Furthermore, it is a matter of pure speculation to conjecture

whether the Commission would have computed any specific revenue deficiency, or that it would

have approved a rate increase, or what the magnitude of such an increase would have been, if

rates had not been frozen during this time period.

16

17 Q-

18

You mentioned that TEP's rate forecasts don't adequately portray significant differences

in volatility and risk. Can you please explain this concern?

19

20

21

22

23

24

25

26

Yes. As I explained, under TEP's proposed Market Methodology, generation rates would be

based on the MGC, which will fluctuate from month to month. Under the proposed Market

Methodology, rates paid by TEP's customers' will depend heavily on a rate component that will

fluctuate from month to month, in fact, according to TEP's forecasts, the MGC will represent

approximately 70% of the total rate paid by TEP's customers. Yet, the MGC can fluctuate

dramatically, in response to fluctuations in natural gas prices, and imbalances in supply and

demand conditions. Recent history has shown the magnitude of these fluctuations can be very

dramatic, despite the fact that the fact that the actual cost of generating most of the power used

A.

21



1

2

3

4

5

6

by TEP's customers is relatively stable.

Exhibit DGH-l2, attached to Mr. Hutchen's direct testimony, shows monthly MGC

values from January 2000 through February 2007. For convenience, I've reproduced the data in

the table below. As shown, during this time period the MGC for non-industrial customers has

been as low as $18.56 per month in March 2002, and as high as $315.63 per month in August

2001 - a difference of more than l,500%.

22



1 MGC
Industrial

MGC
Other
52.96
44.04
42.81
39.84
38.62
41 .43
47.20
44.33
42.26
37.06
46.30
57,79
57.80
57.58
43.05
49.75
62.39
55.20
51 .50
51 .50
51 .64
57.04
51 .91
53.73
62.90
62.33
80.34
99.15
82.76
90.31
77.11
58.88
50.74
45.37
49.83
58.01
58.24
71 .98
50.23
45.48
61 .73
61 .51
52.06

Date
01 /00
02/00
03/00
04/00
05/00
06/00
07/00
08/00
09/00
10/00
11/00
12/00
01 /01
02/01
03/01
04/01
05/01
06/01
07/01
08/01
09/01
10/01
11/01
12/01
01 /02
02/02
03/02
04/02
05/02
06/02
07/02
08/02
09/02
10/02
11/02
12/02
01/03
02/03
03/03
04/03
05/03
06/03
07/03

MGC
Industrial

24.17
22.78
21 .37
29.21
27.14
28.57
54.37
73.47
60.99
75.40
51 .61
55.63
60.67
59.58
52.51

201 .36
170.89
176.53
272.88
304.02
193.18
33.16
33.87
35.87
25.44
22.03
17.90
20.08
24.08
28.56
31 .02
36.45
30.16
28.61
28.34
33.11
32.65
39.38
42.12
56.18
39.03
37.34
50.89

MGC
Other
25.10
23.65
22.17
30.30
28.15
29.62
56.36
76.22
63.27
78.24
53.55
57.71
62.97
61 .84
54.50

209.07
177.42
183.25
283.31
315.63
200.57
34.41
35.14
37.23
26.39
22.85
18.56
20.83
24.96
29.60
32.15
37.78
31 .27
29.68
29.40
34.35
33.87
40.87
43.71
58.31
40.49
38.75
52.82

Date
08103
09/03
10103
11/03
12/03
01/04
02/04
03/04
04/04
05/04
06/04
07/04
08/04
09/04
10/04
11/04
12/04
01/05
02/05
03/05
04/05
05/05
06/05
07/05
08/05
09/05
10/05
1 1/05
12/05
01/06
02/06
03/06
04/06
O5/06
06/06
07/06
08/06
09/06
10/06
11/06
12/06
01/07
02/07

51 .02
42.43
41 .23
38,37
37.19
39.90
45.46
42.69
40.71
35.71
44,61
55.68
55.68
55.47
41 .46
47.91
60.08
53.17
49.60
49.60
49.74
54.94
50.01
51 .76
60.60
60.04
77.38
95.49
79.70
86.97
74.26
56.70
48.86
43.69
47.99
55.86
56.08
69.32
48.37
43.80
59.44
59.25
50.14

2

3

4

Admittedly, these extreme fluctuations occurred during an unusual time period, which everyone

hopes will never be repeated. But, there are no guarantees that a milder version of the

supply/demand imbalances that occurred during during the 2001 California energy crisis will

23



1 never occur again. In fact, even during the past few years, when market conditions have been

2 relatively calm, the MGC has demonstrated a tendency to fluctuate rather dramatically. The

3

4

5

6

7

graph below shows the MGC data for the most recent 3 year period a period which excludes

the 2001 California energy crisis. During this time period, the MGC for non industrial

customers fluctuated from a low of $37.06 per month in May of 2004, to a high of $99.15 in

October, 2005. This period includes month to month price increases of more than 30%, month

to month price decreases of more than 25° 0, and an overall increase from May 2004 to October

2005 of more than 160° o8

9

MGC - Non Industrial
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1 Q-

2

3

4

5

Why are you concerned about volatility of the MGC?

Under the Company's market proposal, the majority of consumers' rates would be determined

by the MGC, and thus fluctuations in the MGC would translate into widely fluctuating rates to

be paid by TEP's customers. Even if the average level of MGC-based generation rates were

comparable to those that would be charged under traditional cost of service ratemaking over a

6

7

ten or twenty year period, the instability and unpredictability of rates on a month-to-month or

year-to-year basis would still make the market approach completely unacceptable to the vast

8

9

10

11

12

13

14

majority of customers.

It is important to realize that most people are risk averse most of the time - they prefer

stability and predictability, and they particularly dislike unpleasant surprises, While some

people enjoy gambling small amounts in the hope of gaining a large amount, this is a limited

exception to the more general rule: given a choice, most people prefer stability and certainty

when it comes to important financial matters - that's why there is a thriving market for

insurance, and that's why investors demand higher returns where risk and uncertainty exists.

15 Given that electricity is such a vital service - one that customers cannot simply do

16

17

18

19

20

21

22

23

24

25

without if the price is too high, or too volatile, it is not reasonable to force customers to pay

rates that fluctuate widely. Fluctuating rates would wreak havoc on the budgets of both

residential and business customers -- making it difficult to plan ahead, and potentially forcing

them into dire straits if prices suddenly escalate above anticipated levels. While some local

businesses may be able to recoup higher electric costs by simply raising their prices, others

would find this impossible to do. Unlike TEP, many local businesses do not end ay any

substantial degree of monopoly power, firms will experience a sharp drop in sales if they

attempt to increase prices, as customers buy less of their products, or purchase from businesses

located in Phoenix or elsewhere. Thus, they would not be in a position to simply increase or

decrease their prices each month, in response to increases or decreases in TEP's rates.

Similarly, widely fluctuating electric rates would create problems for many residential

A.

25



1

2

3

4

5

6

7

8

9

10

11

customers. Volatile electric rates would obviously have an adverse impact on senior citizens

who are living on a fixed income, but they would also cause a problem for the vast majority of

residential customers, who cannot expect their employer to increase their pay every time

electric rates increase. And, even if the highs and lows eventually average out, it simply isn't

fair to force customers to deal with this sort of extreme uncertainty with respect to something as

important, and unavoidable, as their monthly electric bill. Customers need a reasonable degree

of predictability with respect to the cost of electricity, so they can make reasonable plans, know

how much of their monthly budget they need to set aside for their electric bill, and how much

will be available for food, clothing, and other expenses.

As noted by the Court of Appeals in Phelps Dodge, Arizona courts "have consistently

held that 'just and reasonable rates' are those that are fair to both consumers and public service

12 corporations"- [83 P. ad 573, 1] 30] The Arizona Supreme Court has held:

13

14
15
16
17
18
19
20
21

22

In determining what is a reasonable price to be charged for services by a public
service corporation, an examination must be made not only from the point of
view of the corporation, but Horn that of the one served, also. A reasonable rate
is not one ascertained solely from considering the bearing of the facts upon the
profits of the corporation. The effect of the rate upon persons to whom services
are rendered is as deep a concern in the fixing thereof as is the effect upon the
stockholders or bondholders. A reasonable rate is one which is as fair as
possible to all whose interests are involved. [Id.]

23

24

25

26

27

28

When considering whether rates are just and reasonable, the Commission should not only be

concerned with the overall magnitude or average level of rates. It must take all relevant factors

into consideration, including the degree of volatility and predictability of the rates. From the

consumers' perspective, rates that can vary 10, 20 or 30 percent from one month to the next

cannot be considered just and reasonable. The Commission has recently expressed its concern

about volatility in electric rates. In APS's most recent rate case, the Commission retained an

29

30

annual 4 mil per kph cap on the amount APS' power supply adjustor could change, and

rejected Staffs proposal to allow the adjustor to move an unlimited amount each month. [See,

26



1 Decision No. 69663 at p. 112]

2

3 Q-

4

What about from TEP's perspective? Is the Company facing severe fluctuations in its

generation costs from month-to-month"

5

6

No. As explained by RUCO witness Marylee Diaz Cortez, the primary source of TEP's power is

from coal plants that it owns, or leases on a long tern basis. During the test year, TEP

7 generated 81% of power from coal fired plants. [Diaz Cortez Direct Testimony, fn. 5, p. 27]

8

9

10

11

12

13

14

Another 6.3% was generated &om plants that are fueled with natural gas, and just 12.6% was

acquired through open market purchases. [Id.]

Clearly, the vast majority of TEP's generating costs are relatively stable and predictable,

compared to the MGC rate. To the extent TEP faces uncertainties with respect to the cost of

generating electricity from coal, that uncertainty primarily exists during the years when a plant

is being planned and constructed, and a source of coal is being obtained. Once the plant is built

and contracts have been signed for a long term coal supply, the cost of generating power is quite

15

16

17

18

19

20

21

22

23

24

25

26

stable and predictable.

Admittedly, the costs of generating electricity with natural gas is not as predictable on a

long term basis .- natural gas cannot generally be purchased on a fixed-price, long term basis,

and the cost of fuel is a larger proportion of the total cost of a gas plant (the cost of plant

construction is generally lower). But, as I said, only a small minority of TEP's generation is

subject to this uncertainty - because the vast majority of its power comes from coal plants,

where costs are much more predictable.

In effect, TEP's market proposal would force its customers to suffer from precisely the

sort of volatility that TEP itself has prudently avoided. While there have been periods when

natural gas may have looked very attractive from a total cost of production perspective, TEP has

not bet heavily on this fuel source, and thus it has minimized the risks and uncertainties of

natural gas prices, which fluctuate widely from month to month and year to year in response to

A.

27



1

2

3

4

5

global energy markets. Gas prices are strongly influenced by crude oil prices, as well as energy

supply and demand conditions around the globe, and thus by political developments in Russia,

Venezuela and the Middle East - factors that are completely beyond the control of TEP, this

Commission, or Arizona rate payers. Yet, TEP is asking its customers to pay electric prices that

are tied directly to volatile market indexes that are heavily influenced by those same

6 uncertainties.

7

8 Q-

9

You have been discussing the potential volatility of prices under the Market proposal.

Would electric prices also vary under the two alternative approaches proposed by TEP?

10 A.

11

Yes. Both the Cost-of-Service and Hybrid Methodologies include a PPFAC, which would vary

over time. However, the PPFAC would be updated annually, while the MGC is modified every

12 month. Also, as shown in the table above, the PPFAC under both the Cost-of-Sewice and

13

14

15

16

17

18

Hybrid Methodologies would comprise a significantly smaller percentage of overall rates than

the MGC under the Market Methodology, and thus rates would not be nearly as volatile, even if

the PPFAC is approved. However, it is worth noting that RUCO does not agree with the PPFAC

proposal. As explained by Ms. Diaz Cortez, RUCO believes the proposed PPFAC does not meet

the Arizona Court of Appeals' eligibility requirements for an automatic adjustment mechanism.

RUCO therefore recommends the Commission reject TEP's request for a PPFAC.

19

20 Q- Can competitive market data be used to determine just and reasonable rates?

21 I doubt it, at least given the current status of competitive markets. In its FERC Finn 1 TEP has

22 admitted that retail electdc competition is essentially non-existent in its service area. As

23 explained by TEP :

24
25
26
27
28
29

A.

As a result of the energy crisis in California in 2000 and 2001 and the volatility
of natural gas prices, the competitive retail market in Arizona that was
anticipated in 1999 did not materialize. In addition, a 2005 Arizona Court of
Appeals ruling held certain portions of the ACC's retail competition rules
invalid. Currently, none of TEP or UNS Electric's customers are receiving
energy from other providers, however we cannot predict if retail competition



1

2

3

will enter the Arizona market. [TEP FERC Form 1, p. K-18]

TEP paints a more encouraging picture of competition at the wholesale level:

4
5
6
7
8

Competition in wholesale markets has greatly escalated due to increased
participation by utilities, non-utility generators, independent power producers
and other wholesale power marketers and brokers, [id.]

9

10

11

12

13

14

15

16

17

18

19

But, even if competition in wholesale spot markets is escalating, that doesn't mean the

wholesale market is fully mature, or that the Commission can rely entirely on market price

information to establish retail prices that are fair and reasonable.

Among other problems, there is not sufficient market data available for the price of

power generated over long time periods, stretching 10 or more years into the future. For

instance, the data included in the MGC calculations is focused on short term, or spot-market,

transactions, none of the underlying index data extends even 5 years into the future. Yet, the

actual costs incurred by TEP are being incurred on a long term, relatively stable basis extending

over multiple decades. For instance, the typical base load generating plant has a useful life of 40

or more years, and it is not unheard of for a generating plant to be still operating 60 or more

years after it was constructed.

20

21

22

23

The Commission must ensure that rates are fair to both producers and consumers, that

rates are reasonably adequate to cover the full cost of producing power over a typical plant's

entire life cycle, and that rates do not greatly exceed those iillly compensatory levels, in order to

ensure that customers are also treated fairly. It is hard to see how the Commission can reconcile

24

25

26

all of these concerns if it were going to tie rates purely to short term market prices .- prices that

only extend a few years into the future, leaving great uncertainty about the adequacy or

excessiveness of price levels in future years - during the later part of the life cycle of a newly

27 constructed plant.

28

29

In any event, regardless of whether or not it is theoretically possible to develop just and

reasonable rates by relying in part on wholesale market price data, the specific proposal offered

29



1 by TEP is clearly not up to the task.

2

3 Q» Should the Commission also consider the actual circumstances facing TEP and its

4 customers ..including the specific history and costs associated with its generating plants,

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

in determining whether rates are just and reasonable?

Yes, I believe it should. TEP's existing generating plants were all constructed as part of an

integrated Generation, Transmission and Distribution utility. This is particularly significant

with respect to its coal plants, which required long construction lead times and involve very

long operating lives. While these plants offer cost stability, they require investments that stretch

over many decades - risks that have historically been borne in part by TEP's customers under

the traditional rate making process.

Under the traditional ratemaking process, TEP's customers have been required to

reimburse the reasonable and prudent costs incurred by the utility, including the cost of plants

that were constructed by the utility to serve its native load, regardless of whether those plants

happened to have higher or lower costs than other plants built by other utilities during the same

time period, and regardless of whether the resulting total cost of electricity happened to be

higher or lower than the spot market price of electricity available for short term purchase from

other utilities. Thus, for example, customers were required to pay the full cost of coal-based

power, even if short term blocks of natural gas-based power happened to be available on the

open market at a lower cost during at a particular point in time.

The equitable principles behind this long-standing arrangement helps explain why the

Commission was concerned about the possibility of "stranded" costs, and why it provided the

23 CTC mechanism, to ensure that customers - not TEP - would be responsible for paying for any

24 costs that otherwise might have been "stranded" during a transition to retail competition. In

25 effect, customers were expected to be "guarantors" to ensure that TEP would have an adequate

26 opportunity to recover the full cost of its existing generating plants, even if the cost of power

A.

30



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

generated by those plants happened to be higher than the going market price.

Moreover, traditional rate making shifts a disproportionate share of the costs of plants

onto customers during the early years of a plant's operating life cycle, through the depreciation

and return on rate base procedures. Rather than charging a "levelized" price which remains

constant over the plant's entire life cycle, or an escalating price that increases with the general

level of prices, under traditional cost-based ratemaking principles, rates are highest in the early

years, and lowest in the final year's of the plant's life cycle - when the plant is largely, if not

entirely depreciated. In a sense, under standard rate making practices, the cost of newly

constructed plants is "front-loaded" onto customers, forcing them to pay a disproportionately

high portion of the life cycle cost in years right after a new plant goes into service. This burden

was offset by the expectation that customers would get the benefit of lower prices in die final

years of the plant's life cycle, when the plant is almost entirely depreciated, and thus a relatively

small amount would appear in the rate base.

Given this historical practice, it would clearly be unfair and unreasonable to force

customers to pay high spot-market based rates now, despite having helped share the burdens

and risks associated with TEP's existing generating plants, and despite having paid higher-than-

average rates during the early years immediately after these plants went into operation. Stated

another way, just as it would not have been fair to TEP to simply ignore the problem of stranded

costs if spot market prices are much lower than TEP's actual costs, it would not be fair to

customers to simply ignore the analogous problem in the other direction, if spot market prices

are high relative to TEP's actual costs.

22

23

24

25

26



1 Recommendations

2

3 Q-

4

Let's turn to the final section of your testimony. What do you recommend the

Commission do with regard to TEP's proposed treatment of generating costs?

5 I recommend that the Commission reject both the Market and Hybrid Methodologies. The

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

linchpin for all of TEP's generation proposals is its claim that it is entitled to charge MGC-based

rates for generation starting on January l, 2009. Yet, the 1999 Settlement Agreement does not

say anything about how rates will be computed after 2008 - it only indicates that the rate freeze

will end, suggesting an opportunity for TEP to request changes in its rates, and an opportunity

for other parties to submit evidence concerning what they believe would be reasonable for the

Commission to do in response to such a request.

Significantly, TEP ties its claim to provisions in the 1999 Settlement Agreement

concerning the MGC, but the MGC is only used to calculate the floating CTC, which provided a

mechanism for recovery of stranded costs from customers who start purchasing from

competitive energy providers. Since the MGC is not mentioned elsewhere in the Agreement

and is not used for any other purpose, there is no logical basis for assuming that the MGC will

live on, after the floating CTC expires. It would be doubly unreasonable for the MGC to live on

indefinitely, and to effectively control the level of rates paid by captive customers, considering

that TEP never even experienced a rush of customers leaving its system to purchase from

competing energy providers, and thus it never actually suffered from the problem of stranded

costs which led to creation of both the MGC and the CTC in the first place.

l would also note that, the Commission should keep in mind that its responsibilities go

far beyond simply resolving a dispute over language in a legal document. There are overriding

public policy considerations which must concern the Commission, and the proper resolution of

this issue should take those public policy considerations into account. However the 1999

Settlement Agreement is interpreted, it cannot, and should not, be the only factor considered by

A.
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2

3

the Commission, because that document does not in any way supersede this Commission's

obligations to ensure that rates are just and reasonable. That constitutional obligation requires

the Commission to take appropriate steps to ensure that customers are treated fairly, regardless

of how that document is worded.4

5

6 Q- What methodology should the Commission use to set generation rates?

7 The Market and Hybrid methodologies should not be used, because they will result in

8 excessive,unreasonably volatile rates, which would impose an unnecessary and unreasonable

9 burden on customers.

10

11

12

13

14

15

I recommend the Commission use a traditional cost-of-service methodology in setting

all rates, including generation rates. However, RUCO recommend the Commission reject TEP's

proposed TCRA Charge, because it is based upon incorrect premises is further explained by

RUCO witness Marylee Diaz Cortez. Further, TEP's TCRA calculations are highly speculative,

and they are based upon disputed claims regarding an alleged revenue deficiency .- claims that

were never resolved by the Commission. For all these reasons, the TCRA proposal should be

16 rejected.

17

18 Q. Does this conclude your testimony preiiled on February 29, 2008?

19 Yes, it does.

A.

A.
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Appendix A, Direct Testimony of Ben Johnson, Ph.D.
On Behalfof Residential Utility Consumer Office
Docket No. E-10933A-CS-0650

Appendix A

Qualifications

Present Oecupation

Q- What is your present occupation?

A. I am a consulting economist and President of Ben Johnson AsSociateS, lnc.®, a firm of

economic and analytic consultants specializing in the area of public utility regulation.

Educational Background

Q, What is your educational background?

A. I graduated with honors from the University of South Florida with a Bachelor of Arts

degree in Economics M March 1974. I earned a Master of Science degree in

Economics at Florida State University in September 1977. The title of my Master's

Thesis is a "A Critique of Economic Theory as Applied to the Regulated Finn." Finally,

I graduated from Florida State University in April 1982 with the Ph.D. degree in

Economics. The title of my doctoral dissertation is "Executive Compensation, Size,

Profit, and Cost in the Electric Utility Industry."

Clients

Q, What types of clients employ your firm?
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A Much of our work is perfonned on behalf of public agencies at every level of

government involved 'm utility regulation. These agencies include state regulatory

1
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1

2

3

commissions, public counsels, attorneys general, and local gcvermnents, among others.

We are also employed by various private organizations and finns, both regulated and

unregulated. The diversity of our clientele is illustrated below.

4

5 Regulatory Commissions

Alabama Public Service Commission-Public Staff for Utility Consumer Protection

Alaska Public Utilities Commission

Arizona Corporation Commission

Arkansas Public Service Commission

Connecticut Department of Public Utility Control

District of Columbia Public Service Commission

Idaho Public Utilities Commission

Idaho State Tax Commission

Iowa Department of Revenue and Finance

Kansas State Corporation Commission

Maine Public Utilities Commission

Minnesota Department of Public Service

Missouri Public Service Commission

National Association of State Utility Consumer Advocates

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Nevada Public Service Commission

New Hampshire Public Utilities Commission

North Carolina Utilities Commission-Public Staff

Oklahoma Corporation Commission

Ontario Ministry of Culture and Communications

Staff of the Delaware Public Service Commission

Staff of the Georgia Public Service Commission

Texas Public Utilities Commission

Virginia State Corporation Commission

Washington Utilities and Transportation Commission

2
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1

2

3

4

West Virginia Public Service Commission---Division off<msumer Advocate

Wisconsin Public Service Commission

Wyoming Public Service Commission

Public Counsels

Arizona Residential Utility Consumers Office

Colorado Office of Consumer Counsel

Colorado Office of Consumer Services

Connecticut Consumer Counsel

District of Columbia Oiiice of People's Counsel

Florida Public Counsel

Georgia Consumers' Utility Counsel

Hawaii Division of Consumer Advocacy

Illinois Small Business Utility Advocate Office

Indiana Office of the Utility Consumer Counselor

Iowa Consumer Advocate

Maryland Office of People's Counsel

Minnesota Office of Consumer Services

Missouri Public Counsel

New Hampshire Consumer Counsel

Ohio Consumer Counsel

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Pennsylvania Office of Consumer Advocate

Utah Department of Business Regulation--Committee of Consumer Services

25

26

27

28

29

30

31

Attorneys General

Arkansas Attorney General

Florida Attorney General-Antitrust Division

Idaho Attorney General

Kentucky Attorney General

Michigan Attorney General

3
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1

2

3

4

5

6

7

Minnesota Attorney General

Nevada Attorney General's Office of Advocate for Customers of Public Utilities

South Carolina Attorney General

Utah Attorney General

Virginia Attorney General

Washington Attorney General

8 Local Governments

City of Austin, TX

City of Corpus Christi, TX

city of Dallas, TX

City of El Paso, TX

City of Galveston, TX

City of Norfolk, VA

City of Phoenix, AZ

City of Richmond, VA

city of San Antonio, TX

City of Tucson, AZ

County of Augusta, VA

County of Henrico, VA

County of York, VA

Town of Ashland, VA

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Town of Blacksburg, VA

Town of Pecos City, TX
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1 Other Government Agencies

2

3

4

5

6

7

8

9

Canada»-Department of Communications

Hillsborough County Property Appraiser

Provincial Governments of Canada

Sarasota County Property Appraiser

State of Florida-Department of General Services

United States Department of Justice~Antitrust Division

Utah State Tax Commission

10

11 Regulated Firms

Alabama Power Company

Americall LDC, Inc .

BC Rail

CommuniGroup

Florida Association of Concerned Telephone Companies, Inc.

LDDS Communications, Inc.

Louisiana/Mississippi Resellers Association

Madison County Telephone Company

Montana Power Company

Mountain View Telephone Company

Nevada Power Company

1 2

13

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

2 8

2 9

3 0

31

Network I, Inc.

North Carolina Long Distance Association

Northern Lights Public Utility

Otter Tail Power Company

Pan-Alberta Gas, Ltd.

Resort Village Utility, Inc.

Soudi Carolina Long Distance Association

Stanton Telephone

5
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1

2

3

4

Teleconnect Company

Tennessee Resellers' Association

Westel Telecormnunications

Yelcot Telephone Company, Inc.

5

6 Other Private Organizations

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Arizona Center for Law in the Public Interest

Black United Fund of New Jersey

Casco Bank and Trust

Coalition of Boise Water Customers

Colorado Energy Advocacy Office

East Maine Medical Center

Georgia Legal Services Program

Harris Corporation

Helca Mining Company

Idaho Smali Timber Companies

Independent Energy Producers of Idaho

Interstate Securities Corporation

.l.R.Sir plot Company

Merrill Trust Company

MICRON Semiconductor, Inc.

Native American Rights Fund

Per Bay Memorial Hospital

Rosebud Enterprises, Inc.

Skokomish Indian Tribe

State Farm Insurance Company

Twin Falls Canal Company

World Center for Birds of Prey
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Prior Experience

Q~ Before becoming a consultant, what was your employment experience?

A. From August 1975 to September 1977, I held the position of Senior Utility Analyst

with Olhce of Public Counsel in Florida. From September 1974 until August 1975, I

held the position of Economic Analyst with the same office. Prior to that time, I was

employed by die law firm of Holland and Knight as a corporate legal assistant.

Q- In how many formal utility regulatory proceedings have you been involved?

As a result of my experience with the Florida Public Counsel and my work as a

consulting economist, I have been actively involved in approximately 400 different

formal regulatory proceedings concerning electric, telephone, natural gas, railroad, and

water and sewer utilities.

Q- Have you done any independent research and analysis in the field of regulatory

1

2

3

4

5

6

7

8

9

1 0

11

1 2

13

1 4

15

1 6

17

1 8

1 9

2 0

21

2 2

23

2 4

economics"

Yes, I have undertaken extensive research and analysis of various aspects of utility

regulation. Many of the resulting reports were prepared for the internal use of the

Florida Public Counsel. Others were prepared for use by the staff of the Florida

Legislature and for submission to the Arizona Corporation Commission, the Florida

Public Service Commission, the Canadian Department of Communications, and the

Provincial Governments of Canada, among others. In addition, as I already mentioned

my Master's thesis concerned the theory of the regulated firm.

A.

A.
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Q- Have you testified previously as an expert witness in the area of public utility

regulation?

Yes. Shave provided expert testimony on more than 250 occasions in proceedings

before state courts, federal courts, and regulatory commissions throughout the United

States and in Canada. Shave presented or have pending expert testimony before 35

state commissions, the Interstate Commerce Commission, the Federal Communications

Commission, the District of Columbia Public Service Commission, the Alberta, Canada

Public Utilities Board, and the Ontario Ministry of Culture and Communication.

Q~ What types of companies have you analyzed?

A. My work has involved more than 425 different telephone companies, covering the

entire speculum Hom AT&T Communications to Stanton Telephone, and more than 55

different electric utilities ranging in size from Texas Utilities Company to Savannah

Electric and Power Company. Shave also analyzed more than 30 other regulated firms,

including water, sewer, natural gas, and railroad companies.

Teaching and Publications

Q- Have you ever lectured on the subject of regulatory economics?

1

2

3

4

5

6

7

8

9

10

11
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16
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18

19

20
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22

23

24

25

A Yes, I have lectured to undergraduate classes in economics at Florida State University

on various subjects related to public utility regulation and economic theory. I have also

addressed conferences and seminars sponsored by such institutions as the National

Association of Regulatory Utility Commissioners (NARUC), the Marquette University

College of Business Administration, the Utah Division of Public Utilities and the

University of Utah, the Competitive Telecommunications Association (COMPTEL), the

A.
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International Association of Assessing Officers (IAGO), the Michigan State University

Institute of Public Utilities, the National Association of State Utility Consumer

Advocates (NASUCA), the Rural Electrification Administration (REA), North Carolina

State University, and the National Society of Rate of Return Analysts.

Q- Have you published any articles concerning public utility regulation?

Yes, Shave authored or co-audiored the following articles and comments:

"At1:rition: A Problem for Public Uruiues-cmnment"Public Utilities Fortnightly,

March 2, 1978, pp. 32-33.

'The Attrition Problem: Underlying Causes and Regulatory Solutions." Public Utilities

Fortnightly, March 2, 1978, pp, 17-20.

"The Dilemma in Mixing Competition with Regulation." Publie Utilities Fortnightly,

February 15, 1979, pp. 15-19.

"Cost Allocations: Limits, Problems, and Alternatives." Public Utilities Fortnightly,

December 4, 1980, pp. 33-36.

"AT&T is Wrong." The New York Times, February 13, 1982, p. 19.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23
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"Deregulation and Divestiture in a Changing Telecommunications Industry," with
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"Is the Debt-Equity Spread Always Positive'?" Public Utilities Fortnightly,

November 25, 1982, pp. 7-8.

"Worldng Capital: An Evaluation of Alterative Approaches." Electric Rate-Making

December 1982/January 1983, pp. 36-39.

"The Staggers Rail Act of 1980: Deregulation Gone Awry," with Sharon D. Thomas.

West Virginia Law Review, Coal Issue 1983, pp. 725-738.
\

"Bypassing the FCC: An Alterative Approach to Access Charges." Public Utilities

Fortnightly, March 7, 1985, pp. 18-23.

"On the Results of the Telephone Netvvork's Demise F omment," with Sharon D.

Thomas. Public Utilities Fortnightly, May 1, 1986, pp. 6-7.

"Universal Local Access Service Tariffs: An Alternative Approach to Access

Charges." In Public Utility Regulation in an Environment of Change, edited by

Patlick C. Mann and Harry M. Trebing, pp. 63-75. Proceedings of die Institute of

Public Utilities Seventeenth Annual Conference. East Lansing, Michigan: Michigan

State University Public Utilities Institute, 1987.
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and Policy by John T. Wanders. Southern Economic Journal 54.2 (October 1987).
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"The Marginal Costs of Subscriber Loops," A Paper Published in the Proceedings of

the Symposia on Marginal Cost Techniques for Telephone Services. The National

Regulatory Research Institute, July 15-19, 1990 and August 12-16, 1990.

Wide E. Ray Canterbury and Don Reading. "Cost Savings Hom Nuclear Regulatory

Reform: An Econometric Model." Southern Economic Journal, January 1996.

Professional Membershqns

Q- Do you belong to any professional societies?

1

2

3

4

5

6

7

8

9

10

Yes. I am a member of the American Economic Association.A.
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WITNESS IDENTIFICATION AND PURPOSE OF TESTIMONY

1 Q: Please state your name and business address.

2 A: My name is Glen E. Gregory and my business address is 21 1 North Robinson

3 Avenue, Suite 340, Oklahoma City, Oklahoma 73102.

4

5 What is your occupation?

6 A: I am an independent consultant specializing in public utility issues, such as

7 cost of capital, cost of service, and rate design.

8

g Q: On whose behalf are you appearing in these proceedings?

10 A: I am appearing on behalf of the Residential Utility Consumer Office ("RUCO").

1 1 The Residential Util ity Consumer Off ice was established by the Arizona

12 Legislature in 1983 to represent the interests of residential utility ratepayers in
`\

13 rate-related proceedings involving public service corporations before the

14 Arizona Corporation Commission ("ACC" or "Commission").

15

16 Q: Please describe your educational and professional qualifications.

17 My educational qualif ications consist of a Bachelor of Arts degree from the

18 Universi ty o f  Oklahoma and a Masters o f  Arts in  Economics f rom the

19 University of Oklahoma. I also hold the professional designation Certified Rate

Direct Testimony of Glen Gregory
Docket No. E-01933A-07-0402
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1 of Return Analyst ("CRRA") as conferred by the Society of Utility and

2 Regulatory Financial Analyst of which l have been a member since 1996. This

3 designation is awarded based upon experience and successful completion of a

4 written examination.

5 As regards to my professional experience, I was employed by the Oklahoma

6 Corporation Commission for over 20 years in a supervisory position. Mv

7 employment within the Commission's Public Utilities Division involved me in a

8 variety of tasks dealing with economic and financial analysis and related

9 research | My primary responsibilities included preparation of reports or

IO testimony regarding cost allocation, rate design, cost of equity estimates,

1 1 competitive bidding processes, and a variety of other energy-related and

12 regulatory issues. I was also very active in the supervision and training of

13 others in the abovementioned areas. My principal areas of concentration

14 were with electric utility and gas utility regulation. Since leaving the

15 Commission in July of 2003, I have worked on various rate and regulatory

16 matters on behalf of utility customers, municipals, and the Attorney General

17 of Oklahoma. A partial list of testimony given before the Oklahoma

18 Corporation Commission is contained in my resume, which is attached to the

19 end of my testimony as Appendix A.

20

21 Q: Have you testified previously before the Arizona Corporation Commission in

22 proceedings concerned with cost-of-service and rate design issues?

Direct Testimony of Glen Gregory
Docket No. E-01933A-07-0402

4



1 No. This is my first appearance before the Arizona Corporation Commission.

2

PURPOSE OF TESTIMONY

3 O: What is the purpose of your testimony in this proceeding?

4 A: The purpose of this testimony is to address class cost of service ("CCOS")

5 revenue allocation and rate design issues on behalf of the Residential Utility

6 Consumer Office. In this testimony, I will discuss Tucson Electric Power

7 Company's ("TEP") class cost of service and allocations and will make

8 appropriate recommended changes to cost allocation methods. I will review

9 TEP's proposals related to the allocation of TEP's requested increases to

10 various customer classes and make appropriate recommendations. I will

1 1 review TEP's proposed rate design and recommend appropriate changes.

12

13 Q: Why are rate design and cost of service issues important to the Residential

14 Utility Consumer Office?

15 The rate design issues are especially important to RUCO in this case given

16 the magnitude of TEP's requested revenue increase along with TEP's

17 proposed residential rate design changes. TEP's proposed residential rate

18 design changes, even without a revenue increase, would result in significant

19 changes in cost recovery from the various residential customers. The TEP

20 cost of service study is of interest to RUCO in that its conclusions will be

Direct Testimony of Glen Gregory
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1 considered by the ACC in the determination of rates to the various classes

2 and rate structures within the classes.

3

4 CLASS COST OF SERVICE STUDY

5

6 PRODUCTION COST

7 Q: What allocationmethod did TEP use to allocate production costs?

8 A: TEP advocates the use of the Average and Peaks demand method for the

9 allocation of production capacity cost. The version of the Average and Peaks

10 method used by TEP is the "CP & Average" method which incorporates class

1 1 summer months' ("June to September") coincidental peaks ("CP") to calculate

12 the demand component.

13

14 O: Briefly describe the average and peaks method.

15 A: The Average and Peaks method is just one of many methods that can used to

16 allocate production capacity cost. This method was accepted by the ACC in

17 the recent Arizona Public Service Company rate case decision. This CP &

18 Average method appropriately considers production plant planning decisions in

19 that it takes into account both system peaks and energy use in the

20 classification and allocation productions costs. The CP component recognizes

21 that the utility must build or have access to capacity to meet peak demand on

22 the system, while the energy (average) component recognizes that utilities also

Direct Testimony of Glen Gregory
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1 build more expensive intermediate and caseload generation plants that run

2 through a greater portion of the year to save on fuel costs. The average

3 component can be thought of as the intermediate and caseload capacity

4 allocator, while the peak component can be thought of as the peaking capacity

5 allocator.

6

7 D.: What is the difference between TEP's Average and Peaks allocator and the

8 calculation of the average and peaks as presented in the NARUC Cost of

9 Service Manual?'

10 A: The Average and Peaks calculation in the NARUC Manual considers average

1 1 demand in its derivation of the average demand component of the average and

12 peaks method. The Average and Peaks method supported by TEP refines the

13 average demand component by recognizing the system load factor in the

14 calculation of average demand. The method used by TEP also considers 4

15 summer peaks instead of the single highest coincident peak.

16

17 Q: Do you believe that the use of the Average and Peaks method to allocate

18 production capacity on the TEP system is appropriate?

19 A: Yes. The TEP Average and Peaks method is a very acceptable method for

20 allocating production capacity costs. It becomes even more appropriate if

1 Electric Utility Cost Allocation Manual, National Association of Regulatory Utility
Commissioners,(Washington D.C). January, 1992.
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1 the energy allocation is based on energy use by class by time of day and

2 by season, adjusted for the average variable cost during the respective

3 periods as was done by TEP. Their energy factor reflects that consumption

4 during the peak periods of the summer is more costly than an equal amount

5 of consumption during the of"f-peak winter periods. While no production

6 capacity allocation method balances all cost considerations and issues, the

7 TEP supported Average and Peaks method in conjunction with the TEP

8 supported cost weighted energy allocation factor does consider the

9 differences between base load and peaking load costs for utilities with a

10 seasonal system load.

1 1

12 TRANSMISSION COST

13

14 Q: How has TEP allocated transmission plant and cost?

15 TEP advocates the use of the CP summer peak demand and average method

16 for the allocation of transmission plant and costs.

17

18 Q: What are your comments regarding the use of the CP and Average method to

19 allocate transmission plant and costs to the various customer classes?

2O A: The CP and Average method recognizes that a utility installs suf f icient

21 transmission facilities to maintain stable levels of reliability throughout the

22 year. The CP component gives consideration to the fact that TEP is a summer

Direct Testimony of Glen Gregory
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1 peaking utility. Use of only the CP component would suggest that

2 transmission plant is only built and managed to meet the peak load of the

3 system. The decision to build transmission plant should be focused on the

4 ability to deliver energy at the maximum peak without regard to the source of

5 generation or supply, However, transmission plant is related to the size, type

6 of and location of generation units and of course large caseload plants require

7 greater transmission capacity than smaller peaking plants. The CP

8 component or other purely peak methods are limited in that they do not

9 consider the fact that a utility installs transmission facilities to maintain stable

10 levels of reliability throughout the year. The Average component recognizes

1 1 that the transmission plant is built to be used all year around. I recommend

12 that the ACC approve the use of the CP and Average method as filed by TEP

13 to allocate transmission plant and related transmission costs to the various

14 classes and customer groups.

15

16 Q: What other methods could be used to allocate transmission plant and costs?

17 Another method that uses all 1 2 months ofthe year that could be used is the

18 12CP allocation method. The 12CP method has been used extensively by the

19 FERC and also recognizes that a utility installs transmission facilities to

20 maintain stable levels of reliability throughout the year. Both the 12CP

21 method and the CP and Average method recognize that transmission plant is

22 used throughout the year. However, I believe the CP and Average method

Direct Testimony of Glen Gregory
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1 may be preferable to the 12CP method in a state like Arizona that has summer

2 peak demand as this summer peak is recognized by the use of the summer's

3 cps. The Average of course recognizes that the transmission plant is built to

4 be used all year around.

5

6 Q: Did you find it necessary to change any of the allocators in the TEP CCOS?

7 A: Yes. TEP's CCOS allocated the following other revenue accounts by Sales

8 Revenue from the various classes,

9
10
1 1
12
13

a.
b.
c.
d.

Account 450 Forfeited discounts,
Account 451 miscellaneous service revenue,
Account 454 Rent from electric property,
Account 456 Other electric revenues.

14 The first of these two accounts are more customer specific related. In  my

15 experience forfeited discounts (450) for the most part come from residential

16 and small commercial customers, the same holds even more factual for

17 miscellaneous service revenue (451). Therefore I have allocated the current

18 revenue and new proposed revenue from these accounts by the customer

19 count allocator.

20 Rent f rom electric property (454) is mostly pole rental and is more

21 properly allocated by the allocator used to distribute the cost of distribution

22 poles. That is what I used to allocate these rents. The other electric revenues

23 (456) are more energy related. Therefore, I used the energy production

24 allocator.
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Customer Class Rate of Return

2.70%
15.08%
-3.59%

-29.76%
2.59%

-3_99%

Residential
Commercial
Industrial
Mines
Lighting
Public Authority

5.43%Total TEP

1

2 O : Have you prepared a class cost of service study?

3 A: Yes. I have prepared a class cost of service study which reflects the results

4 of the RUCO Accounting Exhibits. This class cost of  service study was

5 prepared using the TEP class cost of service software program. In addition to

6 matching the RUCO Accounting Exhibits, I also made the adjustments to the

7 cost allocations that I previously discussed in this testimony.

8

9 Q: What are the current returns for the different major rate classes as shown by

IO your class cost of service study?

1 1 A: The current returns are summarized in Table 1 . The detail of the derivation of

12 the current customer class returns are shown on Schedule GEG-O1 attached to

13 this testimony.

14

15 Table 1

16 Rates of Return by Major Class Categories

17
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1

2 Q: Have you attached a summary of your proposed class cost of service study?

3 A: Yes. The rate base, operating income, rate of return and relative rate of return

4 and other information regarding the six major classes are summarized on my

5 Schedule GEG-O1 .

6

7 REVENUE ALLOCATION TO THE CLASSES

8

9 Q: Please discuss your recommendation for allocation of the base revenue

10 increase supported by RUCO witness Rodney Moore.

1 1 The RUCO proposal is to accept the proposed allocation percentage of any

12 increase to base rates of the various classes as proposed by TEP witness

13 Bentley Erdwurm a d ju s t e d  o f  c o u rs e  t o  t h e  A CC approved revenue

14 requirement. Using the RUCO recommended revenue requirement, this

15 would result in the class revenue increases as shown in Table 2.

16

17

18

19

20

21

22
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2.17%5.15% 100.00%8.57%45.55% 37.90% 0.67%

$53,836,878

$56,732,432

$274,527,876

$287,331 ,111

$307,535,130

$322,924,533
$37,790,355

$39,528,967

$4,077,303

$4,302,332

$13,683,888$14,416,710 $691 ,451 ,429

$725,236,086

$225,029

5.52%

$2,895,555

5.38%
$33,784,657

4 8Q°/
$732,822

5 36%

$1 ,738,613

4.60%

$15,389,403

5.00%

$12,803,236

4.66%

1 Table 2

2 (Allocation of Base Revenue Increase)

3

Base Rates

Allocation %

Rmidentiad Commercial Industrial Mines Lighting Public
Authority TOTAL

Present

Proposed

S Difference

% Difference

Total Increase

Less Late Payment Revenue and Other Revenue Increases
$36,254,000

$2,469,343

Net Base Rate
Increase

$33,784,657
4

5

6 This rate spread does provide some limited movement toward strict cost-of-

7 service. It is also important to note that the residential rate restructure as

8 proposed by RUCO will significantly modify the current rate structure.

9 RUCO's proposed rate structure will result in proportionately larger bill

10 increases for higher users of electricity and on~peak users than for the

1 1 average user and low users of electricity. This proposed restructure of the

12 residential class tariffs will place more responsibility for summer peak usage

13 on the residential customers. This restructure of the residential class tariffs

14 wil l  mean that many residential customers will experience base rate

15 increases greater than the residential class average increase as proposed

Direct Testimony of Glen Gregory
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1 above. Also the ACC should consider that the restructure of the residential

2 class tariffs if successful in its concept should lead to a lessening of the

3 relative percentage of summer peaks assigned to the residential class in

4 future periods.

5

6 RESIDENTIAL RATE DESIGN

7

8 Q: What are the primary changes in the residential rates proposed by TEP?

9 A: The most significant change (other than a substantial overall revenue increase)

l o proposed by TEP is to place more of the residential portion of the Company's

1 1 proposed rate increase on the larger usage residential customers for both

12 summer rates and to a lesser degree winter rates. TEP has proposed two

13 major changes (1) the standard residential rates proposed by TEP will include

14 the introduction of an inverted block structure (summer and winter) and (2)

15 new customers *co the system will be placed on mandatory time-of-use rates.

16

17 Q: Is it appropriate to allocate energy cost in rate pricing to reflect how the use of

18 energy affects the cost incurred by TEP?

19 Yes. Cost allocations and corresponding rates that reflect time-of-day and

20 seasonal cost patterns can improve the efficiency of use of TEP's power

21 supplies, thereby lowering the cost of energy for all customers. Carefully

22 designed time-of-use rates (and, to a lesser extent, inverted block rates) should
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1 result in lower overall system energy costs if consumption of energy is

2 increased during the lower usage (off-peak) periods and consumption is

3 reduced during the higher usage (peak) periods. The optimal result would be a

4 more constant demand for energy across seasons and times of the day. This

5 outcome should not force customers to substantially reduce the amount of

6 energy needed to perform the desired work such as clothes drying, cooking, air

7 conditioning etc.

8

9 Q: Do you believe the residential time-of-use rate designs proposed by TEP can

10 achieve this result?

1 1 A: Most of TEP's residential customers currently are billed on electricity rates that

12 have minimal relation to the true production cost of electricity as it varies over

13 time. The residential time-of-use rates proposed by TEP can give the

14 customers the opportunity to benefit if they can shift usage from higher cost

15 "on-peak" periods to "off-peak" periods. I believe the Company's efforts to

16 design residential time-of-use rates and assign costs over multiple Windows of

17 usage is an important step. A significant financial incentive is needed if

18 customers are expected to adjust their electricity usage patterns. The

19 residential time-of-use rates should contain a pricing differential sufficient to

20 motivate customers to adjust their electricity usage patterns.

21

22 Q: Do you have any comments on the TEP recommended time-of-use periods?
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1 TEP has proposed for Pricing Plan R-7ON the Summer period (May-October)

2 peak be from 2 p.m. to 6 p.m. with a shoulder-peak period on either side of

3 the peak period of 12 noon to 2 p.m. and 6 p.m. to 8 p.m., resulting in a

4 total of eight hours in the shoulder and peak periods. Sixteen hours of each

5 summer day are considered off-peak. This structure is quite complicated but

6 it does have merit. The limited four hour peak periods should give customers

7 greater ability to shift loads that they might use during peak periods to the

8 shoulder-peak period. As examples, customers could delay the use of

9 dishwashers and clothes washers or dryers until after 6 p.m. or even to the

10 off-peak hour of 8 p.m. Therefore I can support the use of the Summer time

1 1 periods proposed by TEP.

12 TEP has proposed that the Winter period (November-April) consist of a

13 morning peak of 6 a.m. to 10 a.m. and an evening peak 5 p.m. to 9 p.m.

14 resulting in a total of eight hours per day of Winter on-peak. Sixteen hours of

15 each winter day are considered off-peak. The winter time periods, while not

16 as important as the summer months' time periods can, also be supported for

17 similar reasons.

18

19 Q: Do you believe that residential time-of-use rates alone will lead to substantial

20 changes in residential usage patterns?

21 A: No. Residential customers represent a special challenge for time-of-use based

22 rates I Residential customers will need assistance to become familiar with
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1 technologies that can facilitate effective energy management, such as

2 programmable thermostats and direct load controllers. In addition, TEP will

3 need to vigorously pursue education and outreach programs on behalf of the

4 residential customers if increased efficiency on the system is to be obtained.

5

6 Q: What are your recommended modifications to the residential time-of-use rates

7 as proposed by TEP?

8 My primary modification involves reducing the charges to match the

9 substantially reduced revenue requirement as recommended by RUCO. I have

10 attempted to make these lesser charges still provide sufficient financial

1 1 incentives for customers to change usage patterns and benefit from the time-

12 based rates.

13 Another modification that is important was to reduce the total increase

14 to R-7ON time-of-use customers to a little less than the system average for the

15 residential class. The reason this is important is that if new residential

16 customers are placed on time-of-use rates it is unlikely that their usage

17 patterns will be the same as the existing time-of-use customers. This is

18 because participation in the current time-of-use program is entirely voluntary,

19 so it would be expected that the current customers have adjusted their usage

20 patterns and installed equipment that allow them to benefit from time-of-use

21 rates. The rates for the new customers should be kept as low as possible in

22 the beginning to facilitate customer acceptance. I have also recommended a
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1 lower overall average kph charge for the new time-of-use rate customer as

2 compared to the standard residential rate customer. However, I would point

3 out that the summer on-peak period hourly charge per kph will be about 50%

4 more than the charge for the same period for standard residential rate.

5

6 Q: Would the TEP proposed residential time-of-use tariffs with the reduced prices

7 that you have recommended provide residential customers the incentive to

8 respond to the increasing peak energy cost?

9 Yes. The rates will be much less than TEP has proposed but the incentive

10 between charges will be approximately the same. This differential will provide

1 1 customers with significant financial incentives to shift load to the off-peak and

12 shoulder-peak hours.

13

14 Q: Do you agree with TEP's proposal to make the residential time-of-use rates

15 mandatory for all new customers?

16 A: Yes. TEP currently has few residential time-of-use customers. Carefully

17 developed residential time-of-use rates have the potential to reduce summer

18 peak costs to the utility which in turn will benefit all customers. Arizona

19 Public Service Company has a majority of their residential customers on time-

20 of-use rates and I understand that time-of-use rates have significantly reduced

21 the utility peak load requirements. The mandatory new account aspect of the

TEP proposal is crucial if the residential time-of-use rates are expected to result
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1 in significant load shifting which should in turn lead to more efficient capital

2 investment and power purchases, and lower electric bills for all customers.

3

4 Q: Does RUCO recommend any exceptions to placement of all new customers on

5 the mandatory residential time~of-use rates?

6 A: Yes, but only in limited circumstances. At the time a new customer requests

7 service, TEP's customer service representatives should be required to pose a

8 series of questions to the customer to determine if the customer had special

9 circumstances that would result in time-of-use rates creating a severe hardship.

10 The most obvious example would be persons dependent on life support

1 1 equipment, or other medical conditions that would prevent the customer from

12 shifting their usage. Certainly any customer that meets part (b) of Pricing Plan

13 R-O8 (Residential Lifeline/Medical Life-Support Discount) should be given the

14 option of service under the standard rate plan R-01. Also as a standard

15 practice the customer service representatives should ascertain if  the new

16 customer is eligible for TEP's Pricing Plan R-O6 (residential Lifeline Discount)

17 which allows qualified customers to receive a discount of $8.00 per month off

18 of their bill. And of course it should be expected that TEP customer

19 representatives will be able to explain to customers the reasons for the time-of-

20 use rates and explain to customers the financial incentives and potential cost

21 savings available from changing usage patterns.

22
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1 Q: TEP has also proposed changes to their other residential time-of-use pricing

2 plans. Do you have any comments regarding these pricing plans?

3 A: These plans are part of existing pricing plan R-201 . This tarif f  consists of

4 three difference plans called option A, B, and C. Option B and C are currently

5 time-of-use rates. Option A is not.

6 Option A will become a time-of-use plan similar to the proposed R-7ON. The

7 primary difference is that the rate blocks will be divided into three seasons

8 rather than the two seasons for R-7ON. The seasons will be Mid-Summer

9 (June-August), Winter (November-April) and Remaining Summer (May,

10 September and October). These seasons correspond with the existing seasons

1 1 for Gption A.

12 Options B & C currently have the same three seasons as Option A. Option

13 B & C currently have time-of-use blocking structures across the hours of the

14 day very similar to what has been proposed by TEP for pricing plan R-7ON. The

15 major difference proposed by TEP is the continuation of the three seasons and

16 some differences in the energy charges. I have made the same changes for

17 these rates as the other residential rates, that is a lower customer charge and

18 lower energy charges to meet the RUCO recommended reduced revenue

19 requirement for the residential classes.

20
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1 O: Do you believe the summer inverted block rate proposed by TEP will lead

2 customers on the standard residential rates (R-01) to reduce air conditioning

3 and other peak time demands?

4 A: The inverted block will send customers a more realistic price signal that air

5 conditioning and other types of loads that contribute to the system peak load

6 are expensive to serve. However, since it remains a non-time oriented average

7 cost rate, customers will not have financial incentives to shift load away from

8 peak. Thus, the value of the inverted block structure will be somewhat limited.

9 The inverted rate will, however, more fairly charge customers who desire

10 greater amounts of  air condit ioning. Likewise, customers using less air

1 1 condit ioning wil l  not be required pay so much of  the cost increases as

12 compared to customers using greater than average amounts of air conditioning.

13

14 Q: Please discuss your recommendation regarding the TEP proposed residential

15 customer charge.

16 A: TEP has proposed increasing the basic residential customer charge from the

17 current  $4.90 per month to  $9.00. RUCO recommends increasing the

18 customer charge from $4.90 per month to $6.50 per month, an increase of

19 $1.60 per month. This $6.50 per month charge should recover those

20 "minimum fixed expenses" associated with a customer even if the customer

21 does not use energy for a given month. Generally, the customer charge

22 should recover the Company's investment cost for meters and the service
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1 lines as well as their related operations and maintenance expenses.

2 Customer accounting expenses such as meter reading, billing and accounting

3 should be included. I believe the $6.50 charge is sufficient to recover these

4 costs from the average residential customer.

5

6 Q: Are there other reasons to keep the customer charge to a minimum?

7 A: Yes. Given the summer peaking nature of the TEP system, RUCO accepts

8 the concept that air conditioning loads are more expensive to serve during

g peak periods and therefore should be priced accordingly. Customers who

10 choose to use less energy for air conditioning should not be required to pay

1 1 for the costs created by those who use substantially greater amounts of

12 energy related to air conditioning. A larger-than-needed customer charge

13 reduces the energy charge needed to meet the Company's revenue

14 requirement. If the customer charge covers a substantial portion of the

15 revenue increase, low usage customers such as described above may see a

16 percentage increase in their bills substantially greater than the higher usage

17 customers.

18

19 Q: Will your proposed $6.50 residential customer charge achieve the purpose of

20 preventing undesired greater-than-average increases to low usage

21 customers?
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1 A: Yes, in conjunction with the lower priced 1st 500 kph usage block as

2 proposed by TEP and the lower overall revenue requirement supported by

3 RUCO, customers who use lower levels of energy will see a reduction in their

4 monthly bills. This is illustrated in my Schedule GEG-O2, which is a typical

5 bill analysis for Residential Rate R-O1 customers.

6

7 Q: Please discuss yourrecommendation regarding the bundled (kph)charges as

8 proposed by TEP.

9 A: As I have discussed elsewhere in this testimony, I have accepted the basic

10 residential rate structure as proposed by TEP. However, the RUCO

1 1 recommended revenue requirement is substantially less than that proposed

12 by TEP. This will require an adjustment to the bundled energy charges as

13 filed by TEP. I recommend that each of the residential energy charges as

14 proposed by TEP be adjusted downward (after taking into account the

15 customer charge reduction of $2.50 from that proposed by TEP) to meet the

16 residential share (45.5%) of the ACC allowed base revenue increase.

17

18 Q: Have you prepared a schedule presenting proof of your recommended revenue

19 for the residential class?

20 A: I have developed a proof of revenue that will produce RUCO's recommended

21 revenue for the residential classes. This proof of revenue with the

22 recommended residential rate design can be found on Schedule GEG-03. I
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Increase

%

Proposed

Increase

Proposed

Base Revenue

Current

Base Revenue

Current

Rate CodeClass

5.25%R-01 Frozen $292,343,756Residential Service $307,683,024 $15,339,268

2.15%6,730R-02 $319,066312,336Residartiai Water Heating - Frozen

2.30%79,453$3,531,5613,452,108Residential Time of Use R-21 transferred
To R-70N

-0.97%-43,7524,493,407Residmiial Time of Use $4,449,555R70 becomes
R-70N

0.13%9,0s1$6,942,5856,933,524Special Residential Electric Servlce R-201AF,R-
201BN,R-201CN

s .00°/o$15,390,760$322,925,890$307,9s,131Total Residential Revenues

1 addressed the allocation of revenue increases to the other classes previously,

2 however, I have left it to the representatives of the commercial, industrial and

3 public authority representatives, and the Utility Division Staff to address and

4 make more specific rate design recommendations for the classes other than

5 residential.

6

7 Q: Have you prepared any analysis representing the financial impact of RUCO's

8 residential revenue allocation?

9 A: Yes Table 3 below shows the total revenue change to the various TEP

10 residential rate codes.

1 1 Table 3

12
13

Comparisons of Residential Revenues by Rate Schedules Present and Proposed Rates

14

15

16

17
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I

5 MISCELLANEOUS SERVICE CHARGES

6

7 Q: Have you reviewed TEP's proposed changes and additions to miscellaneous

8 service charges?

9 A: Yes I have. Mr. Erdwurm, in his testimony, recommends many increases to

10 current charges and implementation of a late payment fee. The list of  the

1 1 TEP requested changes to miscellaneous service charges are shown in the

12 table on the following page. While RUCO can support the concept that

13 customers rendered specif ic services contribute to the cost,  customer

14 acceptance and public policy issues should also be given consideration.

15

16 O: Please discuss TEP's proposed changes to existing service fees and the

17 proposed late fee.

18 A: Table 4 of the following page was provided by TEP in response to RUCO

19 Data Request 3.14. The prices proposed by TEP are supported by the cost

20 data supplied as part of the response to the RUCO data request. Therefore,

21 RUCO can support the increases to existing service fees as proposed by TEP

22 with the condition that (1) the additional revenue of $2,469,342 be taken

23 into consideration when a new revenue requirement and rates are established

24 by the ACC and (2) that customers be advised in advance of the amount of

25 the after normal working hours fees for the connect and reconnect service.
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1 Table 4

2
3
4

Comparisons of Service Revenues by Fees Present and Proposed Fees

Line SERVICE REVENUES TY Fees TY
Revenue

Units Proposed
Fees

TY Revenue
Impact

1
2

Establishment/Reestablishment of Service, service read only
-Regular Working Hours

$13.50 $1278,990 94,740 \1 $13.50 $0

3

4
Establishment of Service Connect or Reconnect under usual operating procedures

-Regular Working Hours
$13.50 $906,255 67,130 $22.00 $570,605

5

6
Establishment of Service Connect or Reconnect under usual operating procedures

-all hours other then Regular Working Hours
$35.00 $282,590 8,074 $51.00 $129,184

7

8
Establishment of Service Connect or Reconnect under usual operating procedures

-Regular Working Hours - Three Phase Metering
$13.50 $53,042 3,929 $71.00 $225,918

9

10
Establishment of Service Connect or Reconnect under usual operating procedures

-all hours other then Regular Working Hours -Three Phase Metering
$35.00 $3,605 103 $198.00 $16,789

11 Customer Requested Meter Rereads $10.00 $1 ,too 100.00 $1300 $300

12 Late Fee not applied

$40.00

1 ,524,986 1.5% $1 ,524,986

13 Metering Field Test

14 TOTAL TY ACTIVITY AND ADJUSTMENT TO SERVICE REVENUES

$600

$2,526,082

15 $144.00 $1,560

$2,469,342

6

7

10 Q: Does this conclude your direct testimony?

1 1 A: Yes, it does.

12

13
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Tucson Electric Power Company
Docket No. E-01933A-07-0402
TesiYear Ended December 31, 2006

Schedule GEG-03
Page 1 of 4

RESIDENTIAL RATE DESIGN AND RUCO RECOMMENDED REQUIRED REVENUE

Description Billing Determinants
Rates and
Charges

Base Revenue
Calculated

4,102,937
3,804

$5.50
12.5

$26,669,088
47,550

157,191,445
1 ,944,859,708

140,610,250

0.062974
0.082974
0.092974

9,898,975
161,372,810
13,073,099

RESIDENTIAL- R01 . FROZEN
Customers (SinglePhase)
Customer (ThreePhase)
Summer
1 st500 kwhs
3,000 kWhs
3,501 kWhs and above
Winter
1 st500 kwhs
3,000 kwhs
3,501 kWhs and above

280,753,681
1 ,095,328,529

21 ,914,549

14,872,648
79,930,516
1 ,818,338

Total kwhs 3,640,658,163 Average per kph

0.052974
0.072974
0.0a2974

I 0.0845131

TOTAL BUNDLED REVENUE I $307,683,024 I

RESIDENTIAL WATER HEATING - R-02
Customers
1st 100 kWhs - is a customer charge
All kwh$

28,728
2,472,456
2,788,089

0.0506527
0.060B527

149,961
169,105

Total kwhs 5,260,545

TOTAL BUNDLED REVENUE I

$319,065

$319,066 I

224,328

60,039
5,382,124

906,035

0.09B5061
0.1185061
0.1285061

5,914
637,815
116,431

169,990
15,238,671
2,565,301

0.025l/561
0.0457561
0.05575B1

4,378
697,262
143,031

61,896
5,548,583

934,057

00561489
0.07s14s9
0.08G14B9

3,475
422,508
80,466

251,797
8,069,797

285,025

0.0738277
D.093B277
0.103B277

18,590
757,171
29,594

RESIDENTIAL TIME OF USE . R-21 . ELIMINATED - REPLACED BY NEW TIME OF USE . R-70N
Customers 34,512 $6.50
Summer On Peak
1st 500 kwhs
3,000 kwhs
3,501 kWhs and above
Summer Off Peak
1st 500 kWhs
3,000 kwhs
3,501 kWhs and above
Summer Shoulder Peak
1st500 kwhs
3,000 kwhs
3,501 kWhs and above
Winter On Peak
1st 500 kwhs
3,000 kWhs
3,501 kWhs and above
Winter Off Peak
151500 kWh
3,000 kwh$
3,501 kWh and above

384,503
12,322,860

435,244

0.0148277
0.0298277
0.0398277

5,701
367,563
17,335

Total kwhs 52,615,922 Average per kph l0,06711961

TOTAL BUNDLED REVENUE I 3,531,561 I



Tucson Electrie Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Schedule GEG-03
Page 2 of 4

RESIDENTIAL RATE DESIGN AND RUCO RECOMMENDED REQUIRED REVENUE

Description Billing Determinants
Rates and
Charges

Base Revenue
Calculated

329,862

201 ,083
8,188,982

922,065

OD985061
CL1185061
0.1285061

19,808
970,444
118,491

451,493
18,386,781
2,070,319

0.02575e1
0.0457561
0.0557561

11 ,G29
841 ,308
115,433

186,158
7,581,163

853,625

0.0561469
00761469
0.0861469

10,452
577,282
73,537

857,727
9,151 ,895

247,258

0.0738277
0.0938277
0.10382w

63,324
858,701

25,672

RESIDENTIAL TIME OF USE . R70 . ELIMINATED - REPLACED BY NEW TIME OF USE .R70N
Customer Charge 50,748 $6.50
Summer On Peak
1st 500 kwh$
3,000 kwhs
3,501 kWhs and above
Summer Off Peak
1st 500 kwhs
3,000 kwhs
3,501 kWhs and above
Summer Shoulder Peak
1S1500 kWhs
3,000 kwhs
3,501 kWhs and above
Winter On Peak
151500 kwhs
3,000 kWhs
3,501 kWhs and above
Winter Off Peak
1st 500 kwhs
3,000 kwhs
3,501 kWh and above

1 ,258,707
13,430,319

362,849

18,664
400,596
14,451

Total kwhs 64,150,421 Average per kph

00148277
0.029B2l/7
00398277

I 0.06936281

TOTAL BUNDLED REVENUE

TOTAL BUNDLED REVENUE NEW R10N

r
I

4,449,655 I

7,981,216 I

$6.50 559,900

777,880
27,076,790
2,295,440

0.0503978
0.070397B
0.080397B

39,203
1,906,147

184,548

920,158
21 ,183,579

790,638

0.040397B
0.0603978
0.0703978

37,172
1 ,z79,448

55,659

SPECIAL RESIDENTIAL ELECTRIC SERVICE .. R-201A . FROZEN
Customers (Single-Phase) 86,138
Mid-Summer
1st 500 kwhs
3,000 kwhs
3,501 kwhs and above
Remaining Summer
1st 500 kwhs
3,000 kwhs
3,501 kWhs and above
Winter
1st 500 kwhs
3,000 kwhs
3,501 kWhs and above

3,035,325
34,712,462

802,397

0.0353978
00553978
0.065397B

107,444
1 ,922,995

52,475

Total kwhs 91,594,770 Average per kph I 0.06708891

TOTAL BUNDLED REVENUE I 6,144,992 I



Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test Year Ended December 31, 2006

Schedule GEG-03
Page 3 of 4

RESIDENTIAL RATE DESIGN AND RUCO RECOMMENDED REQUIRED REVENUE

Description Billing Determinants
Rates and
Charges

Base Revenue
Calculated

$6.50 41,297

10,690
465,009
65,778

0.079397B
0.D99397B
0.0B9397B

B49
48,221
5,880

27,686
1 ,204,357

170,363

00493978
0.0693978
0.0593978

1,sea
83,580
10,119

10,730
468,759
66,026

0.D593978
00793975
0.059397B

637
37,060
4,582

17,072
304,717
33,731

0.069397B
0.0B9397B
DD793978

1 ,185
27,241
2,678

42,591
760,187
84,149

0.039397B
0.059397a
0.0493978

1,678
45,153
4,157

15,916
284,073
31 ,44e

00493978
00593978
0.0593978

785
19,714
1,BB8

63,699
1,178,335

199,932

0.0B43978
0.0843978
D.074397B

4,102
99.449
14,B74

TIME OF USE . R-201B - ELIMINATED , REPLACED BY TIME OF USE. R-201BN
Customers 6.353
Mid-Summer On Peak
1 st500 kwhs
3,000 kwhs
3,501 kWhs and above
Mid~Summer Off Peak
1st 500 kWhs
3,000 kWhs
3,501 kWhs and above
Mid-Summer Shoulder Peak
1st 500 kWhs
3,000 kwhs
3,501 kwhs and above
Remaining Summer On Peak
1s!500 kwhs
3,000 kwhs
3,501 kwhs and above
Remaining Summer Off Peak
1st 500 kwhs
3,000 kWhs
3,501 kWh and above
Remaining Summer Shoulder Peak
1st 500 kwhs
3,000 kwhs
3,501 kwhs and above
Winter On Peak
1st 500 kwhs
3,000 kwhs
3,501 kWhs and above
Winter Off Peak
1st500 kwhs
3,000 kWhs
3,501 kWhs and above

92.114
1,703,963

289,116

00543978
0.0743s78
0.064397B

5,011
126,771
13,618

Total kwhs 7,588,438 Average per kph I 0.07971051

TOTAL BUNDLED REVENUE I 504,879 I



Tucson Electric Power Company
Docket No. E-01933A-07-0402
Test YearEndedDecember 31, 2008

Schedule GEG-O3
Page 4 of 4

RESIDENTIAL RATE DESIGN AND RUCO RECOMMENDED REQUIRED REVENUE

Description Billing Determinants
Rates and
Charges

Base Revenue
Calculated

$6.50 16,541

3,123
148,154
10,826

0.077036
0.096636
0.086836

241
14,317

940

8,752
415,151
30,336

0.047635
0.067236
0.057436

417
27,913
1,742

3.343
158,596
11,589

0.057436
0.077036
0.057235

192
12,218

779

12,795
100,676

6,384

0.067236
0.086836
0.077036

860
8,742

492

36,182
284,699
18,054

0.037836
0.057436
0.047636

1 ,see
16,352

860

13,494
106,176

6,733

0.047636
0.067236
0957436

643
7,139

387

44,725
332,541
77,285

0.062336
0.081935
0.072136

2.788
27,247
5,575

TIME OF USE . R-201C ..ELIMINATED . REPLACED BY TIME OF USE . R-201CN
Customers 2,560
Mid-Summer On Peak
1st 500 kWhs
3,000 kwhs
3,501 kWh and above
Mid-Summer Off Peak
1st 500 kWhs
3,000 kwhs
3,501 kwhs and above
Mid-Summer Shoulder Peak
1st 500 kwhs
3,000 kwhs
3,501 kWhs and above
Remaining Summer On Peak
1st 500 kwh$
3,000 kWhs
3,501 kwhs and above
Remaining Summer Off Peak
1st500 kwhs
3,000 kWhs
3,501 kWh and above
Remaining Summer Shoulder Peak
1 st500 kwhs
3,000 kwhs
3,501 kWh and above
Winter On Peak
1st500 kwhs
3,000 kwhs
3,501 kWhs and above
Winter Off Peak
1st500 kwhs
3,000 kWhs
3,501 kwhs and above

64,398
478,820
111 .281

0.052536
0.072136
0.062336

3,383
34,540
6,937

Total kwhs 2,484,111 Average per kph I 0.07757851

TOTAL BUNDLED REVENUE

TOTAL 201A,B, and c

TOTAL PROPOSED RESIDENTIAL BASE REVENUE

I

I

I

192,714 I

G,942,585 a

$322,925,890 I
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APPENDIX A

RESUME OF GLEN GREGORY

EDUCATION:

Masters of Arts, Economics, University, of Oklahoma, 1980
Bachelor of Arts, University of Oklahoma, 1975

CREDENTIALS :

Certified Rate of Return Analyst, 1996

EXPERIENCE

5 yearsIndependent Utility Regulation Consultant
Manager, Senior Analyst (utility regulation),
Oklahoma Corporation Commission 21 years

Independent Consultant, July 2003 to the present.

Mr. Gregory specializes in public utility issues, such as cost of capital,
service, rate design and other public utility issues.

cost of

Oklahoma Corporation Commission, November 1982 to July 2003.

Manager, Senior Analyst - Public Utility Division .- Mr. Gregory specialized in the
areas of rate design, Cost allocation, and financial analysis for cost of capital and
rate of return. Mr. Gregory was also substantially involved in preparation of reports
and testimony regarding competitive bidding, utility deregulation, utility merger
activities, evaluation of state and Federal restructuring proposals and a variety of
other energy-related and regulatory issues. As a Certified Rate of Return Analyst,
Mr. Gregory was the primary representative of the Division in the area of cost of
capital analysis for both electric and gas utilities. Mr. Gregory was responsible for
supervision of all cost of service studies, many rate cases for electric, gas, and
water utilit ies. All posit ions held at the Commission required that Mr. Gregory
provide expert testimony and be able to defend it under cross-examination. Mr.
Gregory managed the Division's Economic and Research Unit. Mr. Gregory was
also very active in the supervision and training of others in my assigned areas of
responsibility. Mr.  Gregory worked closely with corporate representat ives,
exchanged information, methodologies, and negotiated settlements.



\

Listing of Experience of Glen Gregory Related to Capital Cost, Cost-of-Service, Rate
Design, Pricing and Energy-Related Issues

Energy Arkansas, 2007 -. Participated as an expert witness on behalf of the commercial
customers before the Arkansas Public Service Commission in this general rate case to
address capital cost, rate design and jurisdictional issues for the purpose of setting
prospective cost-of-service based rates. Project completed in August 2007.

Public Service Company ofOklahoma, 2007(Cause No. PUD 06-285) - Participated as an expert witness
on behalf of the industrial consumers before the Oklahoma Corporation Commission in PSO's general
rate case application to address rate design and jurisdictional issues for the purpose of setting prospective
cost-of-service based rates.

Southwestern Public Service Company, 2006 (PUCT 32766) ._ Performed analysis, research
regarding shared services, jurisdictional allocation, and other revenue requirement matters concerning this
SPS rate case to be heardbefore the Public Utility Commission ofTexas on behalf ofvarious Texas
municipal cities.

ATMOS Energy-Mid-Tex Gas,2006 (GUD 9676) - Performed analysis, research regarding shared
services, jurisdictional allocation, and other revenue requirement matters concerning this ratecaseto be
heard before the Railroad Commission of Texas on behalf of various Texas municipal cities.

Oklahoma Gas & Electric Co., 2005 (PUD 200500151)- Participated as an expert witness on behalf of
the industrial consumers before the Oklahoma Corporation Commission in OG&E's general rate case
application to address capital cost, rate design and jurisdictional issues for the purpose of setting
prospective cost-of-service based rates. Project completed in December 2005.

Oklahoma Natural Gas Company ("ONG"), 2005 (PUD 200300610) - Participated as an expert
witness on behalf of the Attorney General of the State of Oklahoma before the Oklahoma Corporation
Commission in this general rate case to address capital cost, rate design and jurisdictional issues for the
purpose of setting prospective cost-of-service based rates. Project completed in August 2005 .

Public Service Company of Oklahoma ("PSO"), 2004 (PUD 200300076- Participated as an expert
witness on behalf of the Oldahoma Industrial Energy Consumers of the State of Oklahoma before the
Oklahoma Corporation Commission in this general rate case to capital cost, rate design and jurisdictional
issues for the purpose of setting prospective cost-of-service based rates. Project completed in July 2004.

CounterPoint Energy Ark la ("Ark la"), 2004 (PUD 200400187- Participated as an expert witness on
behalf of the Attorney General of the State of Oklahoma before the Oklahoma Corporation Commission
in this general rate case to address capital cost, rate design and jurisdictional issues for the purpose of
setting prospective cost-of-service based rates. Project completed in December 2004.

Oklahoma Gas & Electric Company ("OG&E"), 2004 (PUD 200300226- Participated as an expert
witness on behalf of the Oklahoma Industrial Energy Consumers before the OCC to address capital cost
issues.

2



Oklahoma Natural Gas Company ("ONG"), 2003 (PUD 200300617) - Participated as an expert
witness on behalf of the Staff of the State of Oldahoma before the OCC in this application of ONG to
recover certain cost related to service lines, uncollectible accounts, etc.. Negotiate tariff and cost-of-
service issues in settlement discussion.

Public Service Company of Oklahoma ("PSO"), 2003 (PUD 200200754) - Perfonned analysis,
research and writing assistance to prepare written testimony on behalf of the Oldahoma Industrial Energy
Consumers (OIEC) regarding a review of PSO's Fuel Adjustment Clause for the year 2001 .

Arkansas Louisiana Gas Company ("Ark la"), 2002 (PUD 200200166) - Participated as an expert
witness on behalf of the PUD before the OCC in this general rate case application to address capital cost.
Oversaw the work of outside consultants regarding various revenue requirement and rate design issues for
the purpose of setting prospective cost-of-service based rates. Negotiated tariff and cost-of-service issues
in settlement discussion.

The Empire District Electric Company., 2003 (PUD 200300121) - Supervised the work of OCC staff
filing testimony on behalf of the PUD before the OCC in this general rate case application regarding
various revenue requirement and rate design issues for the propose of setting prospective cost-of-service
based rates. Negotiated tariff and cost-of-service issues in settlement discussion.

Lawton Cogeneration L.L.C., 2002 (PUD 200200038) - Performed analysis, research and writing
assistance to prepare written testimony on behalf of the PUD regarding a review of avoided cost as
required by Federal law and the Power Sale Agreement submitted by Lawton for OCC approval.

Arkansas Louisiana Gas Company., 2002 (PUD 200100586) ._ Participated as an expert witness on
behalf of the PUD before the OCC regarding this application for approval of a transfer of Oldahoma
assets as part of a corporate restructuring plan..

Enogex, Inc.., 2001 (PUD 200000339) - Participated as an expert witness on behalf of the PUD before
the OCC in this cause filed by Enogex seeldng a determination from the OCC regarding the evaluation of
ONG's competitive bid process.

Oklahoma Gas & Electric Co., 2000 (PUD 200000022) - Participated as an expert witness on behalf of
the PUD before the OCC concerning OG&E's recovery of natural gas transportation cost from its affiliate
Enogex, Inc.

Oklahoma Gas & Electdc Co., 2002 (PUD 2001000455) ... Participated as an expert witness on behalf
of the PUD before the OCC in this general rate case application to address capital cost and rate design.
Supervised and oversaw the work of PUD staff involved in various revenue requirement and rate design
issues for the purpose of setting prospective cost-of-service based rates. Negotiate tariff and cost-of-
service issues in settlement discussion.

Oklahoma Gas and Electric Company, 1996 (PUD 960000116) - Participated as an expert witness on
behalf of the PUD before the OCC regarding capital cost and capital structure. Oversaw and supervised
the work of the PUD witness regarding revenue, rate design, cost of service matters and tariffs.
Sponsored testimony on OG&E's proposed Generation Efficiency Performance Rider (GEPR).
Recommended modifications to the Company's proposed GEPR to bring it within the boundaries of an
acceptable alternative ratemaldng formula.

3
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Oklallolna Gas and Electric Company, 1999 (PUD 990000417) - OG&E request for implementation of
a performance based incentive plan. Participated as an expert witness and supervised other OCC staff
t i l i ng test im ony on behal f  of  the PUD before d ie OCC.  Prepared inform at ion to inform  the
Commissioners in OCC Deliberations of matters regarding the application.

Oklahoma Natural Gas Company, 1998 - Participated as an
proceedings before the OCC. Sponsored written and oral testimony on behalf of the PUD to address the
cost of ONG's unbundled upstream gas services.

expert witness in ONG's unbundling

Public Service Company of Oklahoma, 1997 (PUD 960000214 -
on behalf of the PUD regarding cost of capital and capital structure.

Sponsored testimony before the OCC

Oklahoma Natural Gas /Western Resources Merger, 1997 - Oversaw and supervised the work of the
PUD witness assigned on behalf of the PUD before the OCC regarding the appropriateness of OCC
approval of the merger and setting certain parameters to safeguard ratepayers Hom negative effects of the
merger. .

Oklahoma Gas and Electric Co., 1996 (CN PUD 960000116) - Sponsored testimony on behalf of the
PUD for the purpose of determining the Company's cost of capital and capital structure. Oversaw and
supervised the work of the PUD witness regarding revenue, rate design, cost of service matters and tariffs.

Arkansas Oklahoma Gas Company, 1997 (CN PUD 960000408) - Sponsored testimony before the
OCC on behalf of the PUD regarding cost of capital and capital structure. Oversaw and supervised the
work of the PUD witness regarding revenue, rate design, cost of service matters and tariffs.

Empire District Electric Company, 1994 (940000343) - Sponsored testimony before the OCC on behalf
of the PUD regarding cost of capital and capital structure. Sponsored testimony before the OCC on behalf
of the PUD regarding revenue, rate design, cost of service matters and tariffs.

Arkansas Louisiana Gas Company, 1993 (920001217) - Sponsored testimony before the OCC on
behalf of the PUD regarding cost of capital and capital structure. Supervised the preparation of PUD
testimony regarding revenue, rate design, cost of service matters and tariffs.

Oklahoma Natural Gas Company, 1993 - Sponsored and or supervised testimony of PUD staff before
the OCC on behalf of the PUD regarding capital cost, revenue, rate design, cost of service matters and
tariffs.

Oklahoma Gas and Electric Company, 1992 - Sponsored and or supervised testimony of PUT
staff testimony before the OCC on behalf of the PUD regarding capital cost, revenue, rate design,
cost of service matters and tariffs.

4
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Responsive Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402
Docket No. E-01933A-05-0650

1 INTRODUCTION

2 Please state your name, occupation, and business address.

My name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

Have you filed any previous testimony in this docket?

Yes. On February 29, 2008, I filed direct testimony on the cost of capital

issues associated with Tucson Electric Power Company's ("TEP" or "the

Company") application for a permanent rate increase ("Rate Application").

The filing of surrebuttal testimony was suspended as a result of settlement

discussions which began on April 10, 2008. On May 29, 2008, a proposed

settlement agreement ("Settlement Agreement" or "Settlement") was filed

with the Commission for the purpose of settling disputed issues related to

TEP's Rate Application. Appendix l, which is attached to my February 29,

2008 testimony, describes my experience and qualifications in the field of

utility regulation.

19 Q. Did RUCO play a role in the aforementioned settlement discussions?

20 A. Yes. Members of RUCO's staff, including myself, attended and monitored

the aforementioned settlement discussions.

8
I

Q.

1
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Tucson Electric Power Company
Docket No. E»01933A-07-0402
Docket No. E-01933A-05-0650

s

1

2

Why didn't RUCO take a more active part in the settlement discussions?

RUCO became convinced early on that a satisfactory settlement (i.e. one

that would be in the best interests of residential ratepayers) could not be

reached. This assessment was based on the discussions that took place

during the first settlement meeting and the large disparity between TEP's

requested rate increase and the recommended levels of increases being

recommended by both RUCO and ACC Staff. As a result, RUCO elected

not to actively participate in the discussions but did monitor the meetings

and make minor suggestions on clarifying language contained in the

Settlement Agreement. RUCO has not entered into the Settlement

Agreement because RUCO does not believe the Settlement Agreement

results in fair and reasonable rates.

14 Q.

15 A.

What is the purpose of your testimony?

The purpose of my testimony is to present evidence that supports RUCO's

position that the Settlement Agreement does not result in fair and

reasonable rates.

r

A.

Q.

2
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1 OVERVIEW OF THE SETTLEMENT AGREEMENT

2 !

Ii Q Please provide an overview of the Settlement Agreement that is currently

before the ACC.

4 A. The Settlement Agreement presently before the Commission was

negotiated over the seven-week period between April 10, 2008 and May

29, 2008. During that time, various parties to the case reached a

consensus to settle a number of disputed issues associated with TEP's

Rate Application, which was originally filed on July 2, 2007. The resulting

document addresses each of the issues that were resolved by the various

parties to the case. Among the issues addressed in the Settlement

Agreement are the method in which TEP's rates would be determined (i.e.

the traditional cost-of-sewice methodology), the Company's cost of

capital , depreciation and cost of asset removal, TEP's proposed

implementation cost recovery asset and Termination Cost Recovery Asset

("TCRA"), a purchased power and fuel adjustment clause, a renewable

energy adjustor, a demand-side management adjustor mechanism, and

time-of-use rates. The Settlement Agreement also provides for a rate

freeze for low-income users and a rate moratorium that would remain in

effect unti l  December 31, 2012. The Settlement Agreement also

3

stipulates that TEP shall forego all claims relating to any alleged breach of

contract resulting from or related to an earlier 1999 settlement agreement

("1999 Settlement Agreement"), which established the Company's present

I
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Tucson Electric Power Company
Docket No. E-01933A-07~0402
Docket No. E-01933A-05-0650

rates and/or Decision No. 62103, which approved the 1999 Settlement

Agreement.

4 Which of the parties to the case have entered into the Settlement

6 A.

Agreement?

The Settlement Agreement was entered into by the following parties: TEP,

ACC Staff, Arizonans for Electric Choice and Competition and Phelps

Dodge Mining Company' (collectively "AECC"), Arizona Community Action

Association ("ACAA"), U.S. Department of Defense and all other Federal

Executive Agencies ("DOD"), Arizona Investment Council ("AlC"),

International Brotherhood of Electric Workers Local 1116 ("lEw 1116"),

Mesquite Power, LLC, Southwestern Power Group ll, LLC, Bowie Power

Station, LLC, and Sempra Energy Solutions, LLC ("Power Producers"),

and Kroger Company (collectively referred to as "Signatories" or "Settling

Parties")

17 Q. Have the Settling Parties characterized the Settlement Agreement as fair,

reasonable, and in the public interest?

Yes. The testimonies of all the Settling Parties express this notion in

various manners. For example the testimony of Staff witness Ernest G.

Johnson states "In Staff's opinion, the Proposed Settlement is fair,

Over the course of the TEP rate case proceeding, Phelps Dodge Mining Company was
acquired by Freeport-McMoRan Copper a. Gold Inc.

Q.

4
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balanced, and in the public interest.712 The testimony of TEP witness

James S. Pignatelli states "Underlying this is the need to balance the

interests of customers, employees and shareholders. I believe the

settlement agreement strikes an appropriate balance and will provide

benefits for each of these important groups."3 The testimony of AECC

witness Kevin C. Higgins states, "In my opinion, the 2008 Settlement

Agreement produces just and reasonable rates and is in the public

interest."4

10 Q. What are some of the reasons the Settling Parties have reached this fair,

reasonable, and in the public interest conclusion regarding the Settlement

Agreement?

The predominant reasons claimed by the Settling Parties are as follows:

1) Minimal rate increase of 6%, or $47.1 million,

2) Adoption of new depreciation rates and the resolution of the

FAS 143 issue,

3) Adoption of adjustor clauses for demand-side management
. v

and renewable energy programs,

4) A moratorium on base rate increases through 2012,

5) The implementation of a Purchased Power and Fuel

Adjustor Charge ("PPFAC"),

Direct  test imony of  Ernest  G.  Johnson at  page 6,  l ines 25 - 26.
Direct  Test imony of  James S.  Pignatel l i  at  page 9,  l ines 1 - 3.
Di rect  Test imony of  Kevin c.  Higgins at  page 2,  l ines 4 - 5.

5



Responsive Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A.07-0402
Docket No. E-01933A-05-0650

6) Adoption of a cost of equity of 10.25% and an overall

weighted cost of capital of 8.03%,

Waiver of any claims under the 1999 Settlement Agreement,7)

and

8) Availability of Retail Competitive opportunities.

Have the Settling Parties presented any Exhibits that portray the various

parties' original positions as compared to the Settlement Agreement?

Yes. TEP witness James S. Pignatelli presents such an Exhibit on page

10 of his direct testimony and the Settlement Agreement itself presents

Exhibit 2 demonstrating the differences between TEP's original position,

StafFs original position, and the Settlement Agreement. There is also an

Exhibit RCS-7, attached to Staff witness Ralph C. Smith's direct testimony

which shows the differences between the Staff's original position and the

Settlement position.

17 Q.

18 A.

Do the numbers in these exhibits appear to be accurate?

Yes, however the manner in which the Settling Parties have portrayed the

overall result of the Settlement Agreement presents a false impression of

the reasonableness of the Agreement.

6
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1 THE FALSE IMPRESSION CREATED BY THE SETTLEMENT AGREEMENT

2 Please explain this false impression.

The $47.1 million purported increase of 6% presents a false impression

because i t is based on the false premise that the fixed CTC is a

permanent part of rates rather than a temporary surcharge that was fully

recovered earlier this year. The true increase, based on TEP's adjusted

current base rates without the fixed CTC equals 19.8%.5

Agreement revenue requirement comparison charts in Mr. Pig nateIIi's

testimony are misleading because they do not represent apples-to-apples

comparisons between the terms of the Settlement and the real increases

The Settlement

the customers will bear under the Settlement.

13 Q.

14 A.

Why are they not apples-to-apples comparisons?

The Company and RUCO's original revenue requirement positions were

based on a base cost of fuel and purchased power of $.033 per kph. The

StafFs original position and the Settlement Agreement include a base cost

of gas of only $028896 per kph. The delta between the two amounts is

approximately $.0041 per kph, which when multipl ied by test year

adjusted kph sales renders a difference of over $38 million. Since the

Settlement Agreement contains a PPFAC that will allow TEP to recover its

actual cost of fuel and purchased power no matter what it Tums out to be,

s The actual total increase as set forth in Exhibit WAR-1 is 21 .15%. This testimony is explained in
further detail below.

Q.

7



Company
As Filed

RUCO
As Filed

ACC StaffAs Filed Settlement
Agreement

$36,254,000Required Increase s 275,808,513 $ 146,248,098$48,001,098

21.15%5.24%6.94%39.89%Percentage Increase (excluding fixed CTC)

Responsive Direct Testimony of William A. Rigsby
Tucson Electric Power Company
Docket No. E-01933A-07-0402
Docket No. E-01933A-05-0650

the differences between the two base costs of fuel and purchased power

artificially and misleadingly lead one to believe that the Settlement

Agreement is $38 million less than it actually is when compared to the

Company and RUCO's original position.

Have you prepared an Exhibit that restates the fallacies you have just

described (i.e. the assumption that the fixed CTC is a permanent part of

rates that has not already expired and the artificially low base cost of fuel

and purchased power)'?

Yes. I have prepared Exhibit WAR-1 that restates the fallacies just

described and presents an accurate, as well as, apples-to-apples

comparison of the Company, RUCO, and Staff original positions relative to

the revenue requirement position contained in the Settlement Agreement.

15 Q. Please discuss how the parties positions compare to the Settlement once

restated and demystified on Exhibit WAR-1 .

In summary the parties' positions compare with the Settlement Agreement

as follows:

8
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1 The details supporting this restatement of the actual terms of the

2 Settlement Agreement are set forth in Exhibit WAR-1. This apples-to-

3 apples comparison clearly shows that the Settlement results in .a far

4 greater rate increase than portrayed by the Settling Parties, and in fact is a

5 21.15% increase, not a 6% increase. This result is hardly "fair,

6 reasonable, and in the public interest", as portrayed by the Settling

7 Parties.

8

g Q. It appears that the rate increase recommended by the Settlement

10 Agreement represents an amount almost $100 million greater than

11 originally recommended by Staff. Does the Settlement document or any

12 of the Settlement testimony attempt to explain this wide disparity?

13 A. Yes and no. Provided as Exhibit No. 2 of the Settlement Agreement is a

14 dollar for dollar reconciliation of the concessions agreed to in the

15 Settlement Agreement and such a reconciliation is also provided as

16 Attachment RCS-7 to the Direct Testimony of Staff witness Ralph C.

17 Smith. These two Exhibits identify each dollar disparity between the TEP

18 and Staff direct testimony and the Settlement Agreement by issue.

19 However, none of the documents explain the logic behind the Settlement

20 concessions and why this additional $100 million rate increase is fair,

21 reasonable, and in the public interest.

22

23

9
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1 DISCUSSION OF THE CONCESSIONS MADE IN THE SETTLEMENT

2 AGREEMENT

Would you please discuss the more material items that comprise the $100

million in Settlement concessions?

Yes. Below I will discuss each of the larger concessions identified on

Settlement Exhibit 2, pages 1 through 5.

The largest rate base concession identified on Settlement Exhibit 2 is the

reinstatement of $99 million related to a FAS 143 write-off of accumulated

depreciation. Staff had originally increased the accumulated depreciation

balance by this write-off. RUCO also has a similar adjustment to increase

the accumulated depreciation balance by $112.8 million related to this

same FAS 143 issue.

16 Q. Why has this $99 million rate base concession been made as part of the

Settlement Agreement?

18 A. According to Settlement Exhibit 2, page 1, this concession was made "For

purposes of settlement.
H

10
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the equity of depreciation accounting because it requires TEP to write-off

on that portion of TEP's rate base investment for which ratepayers have

thus, by definition the Accumulated Depreciation account is comprised of

already provided reimbursement. Statement No. 143, however, has upset

the ratemaking formula serves to reduce rate base. The account serves

amounts paid for by ratepayers. As just mentioned this account reduces

rate base, thereby ensuring that ratepayers do not continue to pay a return

as a rate base reduction because it represents the portion of TEP's plant

Depreciation accruals (expenses) are included in the ratemaking formula,

investment that it has already recovered through its depreciation accruals.

annual depreciation accruals. These retirement costs, prior to Statement

original arguments in support of this adjustment were as follows:

Yes, The Staff arguments are presented in the Direct Testimony of Ralph

No. 143, resided in TEP's Accumulated Depreciation account, which under

Utilities have historically recognized the cost of asset retirement through

adjustment?

Direct Testimony of Marylee Diaz Cortez at pages 13

c. Smith, pages 31 through 34 and RUCO's arguments presented in the

respective direct testimonies regarding the appropriateness of this

Didn't both the Staff and RUCO make compelling arguments in their

16. In summary

21 a portion of the accumulated depreciation balance that ratepayers have

22 already paid for. This write~off decreases the Accumulated Depreciation

23 balance, which in turn increases rate base. The overall result of this

i

11

I
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accumulated depreciation balance to reflect the depreciation rates that

and RUCO in their direct testimonies made an adjustment to increase the

had been authorized by the Commission.

The next material rate base concession is for $41.6 million and is also

Commission. As a result the accumulated depreciation reserve on the

Company's books and records was significantly understated. Both Staff

depreciation expense on i ts generation assets at rates that were

will be double recovery of the previously accrued asset retirement costs.

signi f icantly lower than those that had been authorized by  the

this instance, application of the financial accounting for FAS 143 has

their utility rates. Thus, while Statement No. 143 may be appropriate from

related to accumulated depreciation.

objectives and thus often by necessity result in two sets of accounting. In

accounting. Financial and regulatory accounting have two entirety different

unintended consequences when used for regulatory accounting purposes.

Company's plant investment that ratepayers have already paid for through

Please discuss the next material concession shown on Settlement Exhibit

a 'financial accounting standpoint it is inappropriate for regulatory

accounting is that ratepayers will have to pay a return on portions of the

In this case, if FAS 143 is recognized for ratemaking purposes the result

In 2004 TEP began recording

J

2.

12
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1 Where can Staff and RUCO's entire arguments on this issue be found?

Staff's arguments can be found in the direct testimony of Ralph C. Smith

at pages 34 through 42 and RUCO's arguments in the direct testimony of

Marylee Diaz Cortez at pages 5 through 8.

6 Q. Why have the Settling Parties conceded this point?

Settlement Exl'l ibit 2 explains this $41.6 million concession as "For

purpose of settlement and to be reflected in rates in this proceeding TEP's

original position was accepted.
11

11 Q. Please discuss the next significant revenue requirement concession of the

Settlement Agreement.

13 A. Settlement Exhibit 2 shows a concession to increase operating expenses

by $29 million related to Springewille Unit 1. The Settling Parties have

now agreed to include the Springewille Unit 1 lease in operating expense

at an estimated market price of $25.67 per kilowatt-month fixed cost.

18 Q. What had been the parties' original positions on this issue?

19 A. The ACC Staff position was that Springewille Unit 1 should be included in

rates a $15 per kilowatt-month fixed cost, which was consistent with the

amount authorized in Decision No. 56659. A full discussion of the Staff's

position can be found in the direct testimony of Ralph c. Smith at pages

49 through 52. RUCO's position on this issue was that Spririgervilie Unit 1

Q.

13
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A

Q

Agreement) and agreeing to estimated market-based rates in a cost of

vast difference between agreeing to cost based rates in .a cost of service

service model.

regulatory model (which is the model being adopted by the Settlement

cost recovery of Springerville Unit 1 non-fuel cost.

allowing for adjustments that retlect the estimated current market based

adjustments that reflect the cost based recovery of Springerville Unit 1

No. The $29 million concession would more accurately be described as

Do you agree with the accuracy of this statement?

Why have the settling parties now agreed to the much higher estimated

non-fuel cost."

Settlement Exhibit 2 explains this $41.6 mill ion concession as "For

purpose of settlement and to be reflected in rates the parties agree to

market price of $25.67 per kilowatt-month?

at pages 8 through 10.

should be included in rates at its embedded cost. A full discussion of

RUCO's position is included in the direct testimony of Marylee Diaz Cortez

14

Obviously there is a
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of removal prospectively."

in additional depreciation for generation cost of removal?

of generation depreciation rates for the inclusion of $21.6 million (ACC

Jurisdictional) in additional depreciation expense annually to recover cost

No. No party advocated such a position, including TEP itself.

Did any party in their direct testimony advocate the need for $21.6 million

depreciation expenses beyond what the Company had even requested?

What explanation is given on Settlement Exhibit 2 for this $21.6 million in

Settlement Exhibit 2 explains the $21 .6 million increase as "For purpose of

settlement and to be reflected in rates the parties agree on an adjustment

Agreement.

$21.6 mill ion in excess of what TEP had originally requested in its

Settlement's $21.6 million increase in depreciation expenses is in fact

application.

Settlement Exhibit shows that the parties have agreed to a $21.6 million

Please discuss the next significant concession in the Settlement

increase in operating expenses for additional depreciation rates. The

21

22

23

I

8

A.

15
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1 Are there any other concessions made on particular issues in the context

2 of the Settlement Agreement?

3 Yes. However the remaining concessions are far less significant than

4 those already discussed. RUCO believes the original positions on these

5 remaining concessions are clearly presented in the Settling Parties direct

6 testimony and reading of those coupled with a comparison to the

7 Settlement Agreement resolution of those same issues is self-explanatow.

8

9 Q. What is total revenue requirement impact of the above-discussed large

10 concessions?

11 The revenue requirement of just the discussed concessions is as follows:

12

Revenue Red. Impacts
Rate Base Items

FAS 143 Write-off
Unauthorized Depreciation Changes

$13,296,484
5,537,314

Operating Expenses
Springerville Unit 1
Generation Depreciation Rates

44,268,529
20,050,384

13
14
15
16
17
18
19
20
21
22
23

Total $83.152.771

24

25

26

e Revenue Requirement Impacts are per the Direct Settlement Testimony of Ralph C. Smith at
page B.

i

A.

A.

Q.
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OTHER SETTLEMENT AGREEMENT ISSUES

See the Di rect  Test imony of  Marylee Diaz Cortez at  pages 26 through 32.

of a limited PPFAC that was applicable only to incremental sales.

Ape, which has a significant portion of its generation derived from gas, is

warranted for TEP. RUCO recommended in its direct testimony adoption

overall make-up of TEP's generation, which is largely coal, RUCO does

The Settlement Agreement provides for a PPFAC for TEP that is in large

Yes. There are a few other items I would like to discuss.

What is the first additional issue you would like to discuss?

not believe a mechanism that is as broad based as that authorized for

part patterned after that which was authorized for Aps.

Are there any other aspects of the Settlement agreement you would like to

address beside the just discussed revenue requirement?

discrepancies between the parties original positions and the settlement

Given

No.

revenue requirement is fair, reasonable, and in the public interest?

position is it possible to reach a conclusion the Settlement Agreement

the large and unexplained (or inadequately

Because of the

explained)

r

1 7
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1 What other Haws does RUCO see in the PPFAC proposed under the

Settlement Agreement?

3 A. APS' fuel and power supply adjustor calls for a 90/10 sharing between

ratepayers and shareholders of fuel and purchased power costs in excess

of the base rate cost. This provision is intended to incant the Company to

use prudent procurement practices. The PPFAC proposed for TEP would

not have such a safeguard and as a result is deficient.

Please discuss RUCO's second issue.

10 A. The Settlement Agreement specifically leaves open two issues of

significant importance. These two issues are the 1) how the fixed CTC

revenues that have been collected in excess of the $450 million

authorized in Decision No. 62103 should be calculated and treated for

ratemaking purposes, and 2) on what date any rate increase authorized in

this docket should become effective.

17 Q. How significant are these two issues?

18 A. Very significant. On the first issue, Staff witness Ralph C. Smith testifies

that the over collected CTC revenues will total approximately $68 million

by the end of 2008. On the second issue, if the Settlement Agreement

revenue increase of $136.8 million is adopted, this will generate monthly

additional revenue of approximately $11.4 million, making the date on

which the increase becomes effective highly significant.

Q.

18
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Can the fairness and the reasonableness of the Settlement Agreement be

determined with these two issues outstanding?

No. These two issues have a potential impact of almost $100 million.

Further, the Settling Parties have taken widely disparate positions on

these two issues in their direct Settlement testimonies. It is difficult to

image how a determination of the fairness and the reasonableness of the

Settlement Agreement was reached by the Parties when two issues of this

significance remain outstanding.

10 Q. Please address RUCO's third issue.

11 A. The Settlement Agreement leaves open the question of whether or not

TEP's service territory is eligible for retail competition. While paragraph

14.1 of the Agreement recognizes that "the transition to retail electric

competition has thus far not occurred and the time periods applicable to

Decision No. 62103 and to the 1999 Settlement Agreement have passed,

the Signatories recognize that it is necessary to address the prospective

regulatory treatment that is appropriate for TEP under these

circumstances.", the Settlement Agreement deters this important issue to

a later generic docket. Since 2002, RUCO has consistently taken the

position that retail competition is not in the best interests of residential

r

1

ratepayers and that even if it were the possible .benefits to residential

ratepayers, if any, are far outweighed by the risks. The Settlement's

deferral of this important issue is yet another deficit in the Agreement.

i

19
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Testimony?

Does this conclude your responsive direct Settlement Agreement

3 A. Yes.

20



\ r

RUCO'S EXHIBIT WAR-1



8LD
v '
T '
N

8
9"
n_
Lm

8
q-
°?
co

8
cm
°Q
m
co

1 r

Q ' o

oo
Qoo
etcom

o

.Q

of
C)
Q
of
q-
cal_
of
CO

of
ò>
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Value Line Ranks

Timeliness
The Timeliness rank is Value Lime's measure of the expected price performance of a stock for
the coming six to 12 months relative to our approximately 1,700 stock universe. Stocks ranked
1 (Highest) and 2 (Above Average) are likely to perform best relative to the apprordrnately
1,700 stocks we follow. Stocks ranked 3 are likely to be average performers. Stocks ranked 4
(Below Average) and 5 (Lowest) are likely to underperform stocks ranked 1 through 3 in Value
Line's universe

Ranks Bax
Ar any one time, there are 100 stocks ranked 1; 300 ranked 2; approximately 900 ranked 3; 300
ramked 4: and 100 ranked 5

Value Line has published Timeliness ranks for more than 33 years. Twice a year, in January and July, the results of the performance of
the Timeliness ranks are published in Selection & Opinion. Overall, the results have been truly outstanding. Mark Hulbert, a Forbes
columnistwho studies theperformance of investment publications,has written that over a 17-year period, The Value Line Investment
Survey "...is in first place for risk adjusted performance

The most important factor in detennining the Timeliness rank is earnings growth. Companies whose earnings growth over the past 10
years has been greater than their stocks' price appreciation tend to have high scores. In addition, the ranks take into account a stock's
recent price performance relative to all approximately 1,700 stocks in the Value Line universe. A company's recent quarterly earnings
performance and any recent earnings surprises caused because a company reported results that were significantly better or worse than
expected are also factors. They are combined to determine the Timeliness rank.

Just one word of caution. Stocks ranked 1 for Timeliness are often more volatile than the overall market and tend to have smaller
capitalizations (the total value of a company's outstanding shares, calculated by multiplying the number of shares outstanding by the
stock's price per share). Conservative investors may want to select stocks that also have high Safety ranks because they are more stable
issues.

Industry
Value Line also publishes Industry ranks which show the Timeliness of each industry. The Industry ranks indicate how Value L`me
believes the prices of stocks within 90 or more industries will perform relative to each other. These ranks are updated wieldy and
published on the front cover and inside the Sunmnnary& Index.They also appear at the top ofeach Industry Report in Ratings &
Reports. The Industry rank is calculated by averaging the Timeliness ranks of each of the stocks assigned a Timeliness rank in a
particular industry.

Safety
The Safety rank is a measure of the total risk of a stock compared to others
'm our approximately 1,700 stock universe. As with Timeliness, Value Line
ranks each stock from 1 (Highest) to 5 (Lowest). However, unlike
Timeliness, the number of stocks 'm each category from 1 to 5 may vary.
The Safety rank is derived from two measurements (weighted equally)
found in the lower right hand comer of each page: a Company's Financial
Strength and a Stock's Price Stability. Financial Strength is a measure of the
company's financial condition, and is reported on a scale of A++ (highest) to
C (lowest). The largest companies with the strongest balance sheets get the
highest scores. Price Stability is based on a ranking of the standard deviation (a measure of volatility) of weekly percent changes in the
price of a company's own stock over the last five years, and is reported on a scale of 100 (highest) to 5 (lowest) in increments of 5.
Generally speaking, stocks with Safety ranks of 1 and 2 are most suitable for conservative investors. A stock's Price Growth
Persistence and a company's Earnings predictability are also included in the box above, but do not factor into the Safety rank.
However, they are useful statistics.

FinanciaI.\'Smt:k price Data

Technical
The Technica] rank is primarily a predictor of a stock's short term (three to six months) relative price change. It is based on a
proprietary model which examines 10 relative price trends for a particular stock over different periods in the past year. It dm takes
into account the price volatility of each stock. The Technical ranks ds range from 1 (Highest) to 5 (Lowest). At any one time, about
100 stocks are ranked 1; 300 ranked 2; 900 ranked 3; 300 ranked 4; and 100 ranked 5.

Beta
Beta is a measure of volatility and is calculated by Value Line. While it is not a rank, we do consider it important.

http://www.va1ue1lu1e.com/one-ranks.html
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CAPITAL STRUCTURE as of 12/31/01
Total Debt $1797_7 mill. Due In 5 Yrs $1025.a mill.
LT Debt $1524.8 mill. LT Interest $137.5 mm.

Incl. $531.1 mill. capitalized leases.

(LT interest earned: 1.7x)

Pension ASSetS-12/07 $193 mm. Oblig. $209 mill.

Pfd Stock None

Common Stock 35,315,000 she.
MARKET CAP' $1.1 billion (Mld Cap)

)

(I)

ELECTRIC OPERATING STATISTICS
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2 0 0 7
+4 . 7

3 6 5 2
6 5 0

3 0 6 4
2 9 8 4
6 4 . 1
+1 . 2
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QUARTERLY REVENUES (s mill.)
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375.6

398.2

4 1 5

4 4 5

318.7

317.9

335.8

3 5 0

3 8 0

260.9

305.0

317.8

3 4 5

3 6 5

300.6

318.4

329.8

3 6 0

3 8 0

1229.5

1316.9

1381.4

1470

1570

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

zoos

2007

2008

2009

.49

.73

.66

. 1 0

. 1 5

d.11

.52

.14

. 2 0

. 2 2

.65

.32

.43

. 4 0

. 4 1

.27

CB

.32

.35

. 3 7

1.30

1.85

1.55

1 .65

1 .75

Cal-
endar

OUARrERLV DIVIDENDS PAID Bl t
Mar.31 Jun.3U SeD.30 Dec.31

Full
Year

2004

2005

2006

2001

2000

.16

.19

.21

.225

.16

.19

.21

.225

.16

.19

.21

.225

.16

.19

.21

.225

.24

.64

.75

.84

.90

8.9% 11.0% 4.3%

39%
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58%
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63%

served. Fuels :  coal,  92%, gas, 8%. Fud: 49% of e lec tr ic  revenues,

labor cos ts :  9%. '07 deprec iat ion rate:  3 .4%. Es t imated plant  age:

10  years .  Has  1 ,306  employees .  Cha i rman,  Pres ident ,  and Chie f

E xe c ut i v e  O l l i c e r :  J a me s  s .  P i gna t e l l i .  I nc . :  As  Addr e s s :  One

South Church Ave .  Sui te  1820 ,  Tucson,  AZ 85701.  Ta . :  520-884-

3650. Internet www.unisouroeenergy.com.

BUSINESS:  UniSouroe  Ene rgy  Ca rp. ,  pa rent  o f  Tuc s on E lec t r i c

Power  Company ,  s uppli es  e lec t r i c i t y  i n Tuc s on,  Ar i zona  and the

surrounding area (sew.  area:  1 ,1s5 sq.  mi les ) .  Nonut i li ty  subs idl-

a r i e s  e nga ge  i n da nk  c o ns l r uc do n,  f ue l  s upp ly ,  a nd  r e la t e d

businesses. Revenue sources: res identia l,  45%, commerc ial,  26%,

i ndus t r i a l ,  2 1 % ,  o t he r ,  8 % .  Co ppe r  mi n i ng i s  la r ge s t  i ndus t r y

e v e r r e s o u r c e s
k e f . i m p l e t i o n  i s

U n i S o u r c e  e x p e c t s  a  d e c i s i o n  b y  y e a r -
e n d  o n  i t s  r e q u e s t  f o r  h i g h e r  e l e c t r i c
r a t e s .  I n  1 9 9 9 ,  t h e  c o m p a n y ' s  T u c s o n

w e r e

E a n m i n g s
P l u s e s  i n c l u d e

p o w e r

l d l o v o l t  l i n e  t o  p r o v i d e  a d d i t i o n a l  a c c e s s  t o
i n  t h e  P a l o  V e r d e  m a r -

t a r g e t e d  f o r  m i d y e a r .
T w o  m o r e  p r o j e c t s  a r e  u n d e r  d e v e l o p m e n t .
O n e  i s  a  G 2 - m i l e  l i n e  f r o m  T u c s o n  t o
N o g a l e s ,  A r i z o n a  t o  i m p r o v e  r e l i a b i l i t y  i n
t h a t  r e g i o n .  T h e  o t h e r  i s  e x p a n s i o n  o f  a
l i n k  w i t h  t h e  P h o e n i x  a r e a  t o  e n h a n c e  t h e
f l o w  o f  p o w e r  t h r o u g h o u t  t h e  s t a t e .  C o n -
s t r u c t i o n  o f  t h i s  l i n e  w i l l  t a k e  t w o  y e a r s .

s h o u l d  i m p r o v e  i n  2 0 0 8 .
h i g h e r  g a s  r a t e s  o f  $ 5  m i l ~

l i o n  a n d  t h e  a b s e n c e  o f  l a s t  y e a r ' s  p l a n t
o u t a g e s  t h a t  i n c r e a s e d  f u e l  a n d  p u r c h a s e d

c o s t s a n d l i m i t e d s a l e s o p -
p o r t u n i t i e s .  T h o u g h  i n t e r e s t  e x p e n s e  M 1 1
b e  h i g h e r  d u e  t o  n e w  t r a n s m i s s i o n ,  w e  e s -
t i m a t e  2 0 0 8  e a r n i n g s  w i l l  r i s e  6 % ,  t o  $ 1 . 6 5
a  s h a r e .  A n  o r d e r  o n  t h e  p e n d i n g  r a t e  c a s e
p o i n t s  t o  a  f u r t h e r  g a i n  n e x t  y e a r .  T h e
s t o c k  i s  u n t i m e l y
T h e s e  s h a r e s  m i g h t  i n t e r e s t  i n c o m e -
o r i e n t e d  i n v e s t o r s .  D i v i d e n d  g r o w t h
p r o s p e c t s  t o  2 0 1 1 - 2 0 1 3  a r e  w e l l  a b o v e  t h e
u t i l i t y n o r m . B u t U n i S o u r c e ' s w e a k
f i n a n c e s  m i g h t  d e t e r  t h o s e  o f  a  c o n s e r v a -
t i v e  b e n t .
A r t h u r  H M e d a l i s t

s u f f i c i e n t
n e w  p l a n t s .  A c t i n g
U N S M a y  9 ,  2 0 0 8

E l e c t r i c  P o w e r  s u b s i d i a r y s  r a t e s
f r o z e n  t h r o u g h  2 0 0 8 .  T o  o n s e t  t h e  e a r n -
i n g s  d e f i c i e n c y  d u r i n g  t h a t  p e r i o d  r e s u l t -
i n g  f r o m  h i g h e r  u n r e c o v e r e d  c o s t s ,  U N S
a s k e d  r e g u l a t o r s  f o r  a n  i n c r e a s e  o f  $ 1 7 2
m i l l i o n .  I t  p r o p o s e d  t h a t  o n e  o f  t h r e e  a l t e r -
n a t i v e s  b e  u s e d  i n  s e t t i n g  n e w  r a t e s .  I n
e a c h  i n s t a n c e ,  t r a n s m i s s i o n  a n d  d i s t r i b u -
t i o n  t a r i f f s  w o u l d  b e  b a s e d  o n  h i s t o r i c  c o s t -
b a s e d  c a l c u l a t i o n s .  B u tl f g e n e r a t i o n  r a t e s
w o u l d b e f i g u r e d d `  e r e c t l y P o w e r
c h a r g e s w o u l d e i t h e r b e b a s e d o n
w h o l e s a l e  m a r k e t  p r i c e s ,  l e s s  p r o f i t a b l e
c o s t  o f  s e r v i c e  p l u s  a n  a d d i t i o n a l  f e e ,  o r  a
c o m b i n a t i o n  o f  t h e  t w o .  T h e  f i r s t  t w o  o p -
t i o n s  w o u l d  l e a d  t o  i n c r e a s e s  o f  a b o u t  2 2 % .
T h e  t h i r d  w o u l d  g e n e r a t e  s l i g h t l y  l e s s e r
r a t e s .  A  c o m m i s s i o n  d e c i s i o n  o n  t h e  f i l i n g
i s  e x p e c t e d  b y  y e a r e n d .
T h e  c o m p a n y  i s  i n v e s t i n g  i n  n e w
t r a n s m i s s i o n  l i n e s .  T h e  A r i z o n a  c o m m i s -
s i o n  s t a f f  h a s  s t a t e d  t h a t  t h e  s t a t e  h a s  i n -

t r a n s m i s s i o n  t o  a c c o m m o d a t e
o n  t h i s  i n f o r m a t i o n ,

a n d  p a r t n e r s  a r e  s t r i n g i n g  a  5 0 0 -

J une ,  Se pt . ,  a nd De c .  l  D i v 'd re i nv e s t .  pla n
avai l.  t  Shareholder invest. plan avai l.  (C) Ind.
i f tang. In '07: $3.47lsh. (D) In mil l ions.
(E) Rate base: fair value. Rate allowed on com.

eq. in '94: 11.0%, earned on avg. com. eq., '07:
8.7%. Regulatory Climate: Av g.

Company's Financial Strength
Stock's Price stabimy
Prlce Growth Persistence
Eamings Predictability

C++

9 5
9 0
40

'Q

13.9
10.4

Target Price Range
2011 2013

8 0

60
5 0

4 0

3 0
25
20

15

~.10
-7.5

lllll IIll Ill"
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(A) EPS diluted. Next earnings report due late
May. Exd. nonrecur. gains (losses): '92, 18¢,
'93, 8$0.11), '98, 19¢, 99, $1.35, '00, 48¢, '03,
$2.0 . (B) Div'ds hlslorically paid in early Mar.,
° 2008, Valene Line Pubfrshirg, Inc, An rills 1 reserved. Facruar material is obtained from sources believed In be reliable and is provided wirhom warranties a mg kind.
THE PUBLISHER IS NOT RE ONSIBLE FUR ANY ERRORS OR OMISSIONS HEREIN. mg lunucaudt is S"i¢'IY for suhsuiber's cm H015-coITllTl€fd3l, internal use. o pan
d K may be reproduced, resold, stored or lransmlued in any printed, electronic or other form, or of' for generating or marketing any primed or dectronk publication. senile or product.

M n

I all

i


